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A Message from the First 
Vice-President of the F.G.A.A. 


DO YOU REALLY BELONG? 


One of the most important benefits to be derived from member- 
ship in the Federal Government Accountants Association is the 
opportunity presented for individual development along profes- 
sional lines. This opportunity is limited only by each member's 
contribution to the group as a whole and/or his active partici- 
pation in the improvement of financial management in govern- 
ment. Fortunately, our association has fellow members at various 
management levels to open the way for self-improvement. It 
becomes evident that government personnel can be utilized effec- 
tively only if they develop individually and enlarge their perspec- 
tives. Membership in the F.G.A.A. and active participation in its 
various programs contribute significantly to such growth. 

There are actually two problems which any professional organi- 
zation must face and eventually solve. The first is the problem of 
gaining members. The second is the problem of how best to serve 
its members. 

There are still some eligible accountants and auditors in gov- 
ernment who have not yet joined the F.G.A.A. The organization 
needs these additional members, and we believe that these people 
would benefit by being members of the organization. What can you 
do? You can describe the activities of the F.G.A.A., and you can dis- 
tribute your copy of The Federal Accountant to your colleagues 
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who are not members. We are proud of our organization and we 
feel that any government accountant familiar with its works will 
also be proud to be a member. 

The second problem is somewhat more difficult to solve than 
the problem of increasing the membership. Paying dues will give 
you certain rights and privileges, but to be a full member you 
must participate. This may mean writing an article for The Fed- 
eral Accountant, attending organizational functions, or possibly 
giving a technical talk. Do you have an idea which you think would 
benefit other accountants? If so, then take a few minutes and put 
it on paper. The government will benefit by having a worthy idea 
discussed in a widely read journal, the F.G.A.A. will benefit by 
having worth-while papers to publish in its journal, and most 
important you will benefit by the knowledge that you had some- 
thing worth saying and that you said it. What does this have to do 
with solving the problem of how the organization can best serve 
its members? If the members follow a policy of serving their own 
interests by writing articles and taking an interest in the organi- 
zation, then they will broaden and educate themselves and the 
primary function of the organization will be served. 

Why are these objectives difficult to attain? Three common 
excuses for membership lethargy are: (1) I cannot write an inter- 
esting article for The Federal Accountant or make a technical talk. 
(Have you ever tried to?) (2) I have never developed a compre- 
hensive procedure to improve fiscal management in government. 
(Have you ever discussed such a program with one or more of your 
fellow members?) (3) I am a poor salesman. (Is that because you are 
unsure of yourself or are not fully informed on our product?) 

Remember, our primary purpose as a professional group is to 
improve the caliber of accounting personnel and its performance 
in government. This presents a distinct challenge to each and every 
member of the F.G.A.A. 


Joun S. BARTLETT 




















H. W. Bordner 


Appropriations and Funds 


The spending of the federal government has seemingly reached a 
plateau of approximately $70 billion. The need for efficiency in the 
administration of the spending of these dollars is self-evident. [This 
paper clarifies such often-misunderstood terms as “appropriation” 
and “fund” as they apply to the government expenditures and explains 
how the efficiency of federal government accounting can be improved 
by eliminating the concept of maintaining a separate expendable fund 
for each appropriation. The paper also considers legal, accounting, 
and managerial aspects of a federal government appropriation. _\ 

Mr. Bordner is deputy comptroller of the Department of Defense 
for Accounting, Finance, and Audit Policy. 


WHAT is the nature of a general appropriation by the Congress? 
Is it only an authorization to incur expenditures? Or is it also a 
separate fund for the purpose of financing and controlling these 
authorized expenditures? The answer to this question has great 
practical significance because it governs the nature of the account- 
ing to be made. Affected are the procedures of the financial 
systems, the form and content of budgets and financial reports, 
and the character of the account structures of all agencies of the 
federal government. 

Current thinking on this subject is marked by much confusion, 
which is not a little due to misunderstanding of the facts. 

The purpose of this discussion is to examine the question posed 
above. Our interest is to present and judge the available evidence 
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and to arrive at the answer. In addition, our interest is to evaluate 
the answer. Is it good or bad? Should there be some fundamentally 
different answer? But our answer as to the facts in the present situ- 
ation should not be colored by what we believe is or is not 
desirable. 


Source of Misunderstanding 


There are a number of factors which have contributed to con- 
fusion and misunderstanding of the nature of a congressional 
appropriation. At the root of the misunderstanding are the fol- 
lowing. 

First, the laws are not entirely clear on this subject. For example, 
several basic federal statutes and related regulations make general 
reference to “appropriations and funds” (or to “appropriations or 
funds’’) as though funds were something separate and distinct from 
appropriations. And appropriation acts generally seem to indicate 
that each appropriation is only an authorization to incur obliga- 
tions and make expenditures. | 

In addition, the following have been pointed out as the “facts” 
of the situation: 

(1) That the government as a whole has only one fund—the 
General Fund—except for Trust Funds, separately created by 
statute or trust agreement, and similar Deposit Funds. 

(2) That appropriations are the subject of “accounts” on the 
books of the Treasury only as a matter of record of the congres- 
sional authority to the departments and agencies to draw on the 
Treasury. 

(3) That unexpended balances of appropriations are not fully 
funded by the Treasury. They are nowhere near covered by fund 
resources in the Treasury; they are subject to funding through tax 
collections or borrowing very little in advance of demands for cash 
when checks are drawn. Hence, an appropriation credit on the 
books of the Treasury is not the same as a commercial bank’s 
demand-deposit credit to a business enterprise. 

That these facts are incomplete, and do not justify the conclu- 
sion that an appropriation is not the subject of a separate fund, 
will be demonstrated. 
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APPROPRIATIONS AND FUNDS ” 
LEGAL ASPECTS 
Nature of Appropriations 


Congressional appropriations are made direct to the depart- 
ments and agencies as authorizations and limitations upon obli- 
gations which they may incur, as well as upon their expenditures. 
Each appropriation is for a specifically defined purpose. As pro- 
vided by the Federal Constitution, no funds may be withdrawn 
from the Treasury except as authorized by appropriations. 

Normally each appropriation expires for obligation at the end 
of the fiscal year, but the account must be maintained for liquida- 
tion of unpaid obligations for two more years, and this must be 
done separately from any other fiscal-year appropriations account 
for the same purpose. After that, any obligations still unpaid are 
subject to liquidation through a separate merged account for each 
appropriation purpose. 

As an exception, when the purpose justifies it, certain appropri- 
ations are available indefinitely for obligations and expenditures. 
These are known as “no-year” appropriations (as distinguished 
from ‘“‘one-year” appropriations). In this case, the amounts appro- 


priated annually for any one purpose are merged in one con- 
tinuing account. 


Administrative Appropriation Control 

Each department and agency is specifically required by law (the 
Anti-Deficiency Act) to maintain a system of accounts for its indi- 
vidual appropriations. These accounts must record apportionment 
limitations on obligations (over-all and quarterly) made by the 
Bureau of the Budget, and within such limitations, obligations 
incurred and expenditures. The system is required to be developed 
to the point necessary to prevent overobligations or authorizations 
to incur obligations which will create a deficiency. 

Administrative regulations, having the force of law, generally 
provide for subdivision of appropriation authority, within appor- 
tionment limitations, through the chain of command or manage- 
ment. Each operating unit responsible for spending has one or 
more appropriation subdivisions, termed “allotments,” which 
limit the amounts of obligations it may incur, or authorize to be 








8 THE FEDERAL ACCOUNTANT 


incurred (by “suballotment” to another unit or by order or 
requisition to another unit to obligate its allotment). Each allot- 
ment must be accounted for in terms of the allotment received, 
reimbursements received, obligations incurred, expenditures, and 
balances available for (a) obligation and (b) expenditure. 

A recent law requires appropriation subdivisions to be held to a 
minimum, with the objective of only one allotment to each oper- 
ating unit under each appropriation applicable to its operations. 


Appropriations in Relation to Funds 


Statutes usually state that appropriations are made “from the 
General Fund,” from specific revenues, or from a specific trust 
fund. And when amounts are withdrawn from appropriations 
(because of expiration of the period of availability for obligation, 
for example), it is provided that the amounts withdrawn shall 
revert to the respective funds from which the appropriations were 
made. This is perhaps an implication that each appropriation con- 
stitutes a fund separate from the one from which it was made. Yet 
this is not the administrative practice of the Treasury. 

Statutory emphasis is placed upon the authorization and limi- 
tation aspects of appropriations. It is only occasionally that a statute 
refers to an appropriation as a fund, and even then it is only in an 
indirect manner. Yet the intent seems clear. For example, author- 
ity may be granted to transfer an amount from one appropriation 
to another and account for it as one fund. The same attitude is 
often evidenced in committee reports. 

There is statutory recognition, both direct and incidental, that 
the Treasury maintains accounts for each agency’s appropriations 
and that these accounts are maintained on a cash basis of account- 
ing—that is, the amount appropriated in each account is increased 
by receipts and decreased by disbursements (expenditures), leav- 
ing the undisbursed (unexpended) balance. 

Certain receipts are authorized by law to be “credited” to appro- 
priations (on the books of the Treasury) and added to the amounts 
made available for obligation and expenditure. Without such 
authorization, receipts (other than “refunds” of expenditures for 
advances or for corrections) are required to be taken up by the 
Treasury as Miscellaneous Receipts of the General Fund. In some 
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cases, a specific class of receipts is separately appropriated for a 
designated use—these are called “Special Appropriations” or “‘Spe- 
cial Funds.” However, the Treasury treats Special Appropriation 
Accounts under the General Fund in substantially the same man- 
ner as General Appropriation Accounts. 

Administrative appropriation subdivisions within an agency are 
frequently called ‘‘fund subdivisions,” but this language cannot be 
found directly in the applicable general statutes (only “subdivi- 
sions of appropriations and/or funds’). 

The strongest evidence that Congress does look upon each 
appropriation as the subject of a separate fund is contained in 
Section 1311 of the Supplemental Appropriation Act, 1955, and 
implementing regulations (No. 127) issued by the General 
Accounting Office. This act was designed to purify and strengthen 
reporting of unpaid obligations and unobligated balances for the 
purpose of providing greater integrity in budgetary data on obli- 
gations incurred and carry-over balances of appropriations, for use 
by the Appropriations Committees in review and analysis of 
budgets supporting new appropriation requests. 


Requirement for Appropriation Balance Sheets 


In the past, budgetary administration was conducted on the basis 
of single-entry accounting for each appropriation in terms of 
obligational authority made available from all sources (including 
reimbursements), obligations incurred, and balances available for 
obligation. The balance available for obligation for each appropri- 
ation was not relatable to the unexpended balance recorded on the 
books of the Treasury. Indeed no need was seriously felt to relate 
these balances until Section 1311 became law. 

As a result of Section 1311 and special requests of Congressional 
Committees, reports of unpaid obligations and unobligated bal- 
ances of each appropriation were required, by regulation, to show 
unexpended balances (as reported by the Treasury) and any other 
resources available for obligation, as a proof of the unpaid obliga- 
tions and unobligated balances. (These data are also shown in the 
Treasury's Annual Report of Receipts and Expenditures.) For 
each appropriation: total resources minus unpaid obligations 
equals unobligated balance. Besides unexpended balances, appro- 
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priation resources include accounts receivable for reimburse- 
ments earned and uncollected refunds of erroneous expenditures, 
advances (travel, contract, etc.), and unfilled orders for which 
reimbursements have been anticipated as a basis of incurring 
obligations. 

The resultant report can be described best as a fund-type balance 
sheet for each appropriation. 


Each Appropriation the Subject of a Fund 


It is evident that the foregoing report requirement makes the 
accounting for each appropriation by a department or agency 
conform to the generally accepted definition of a fund, as follows: 

A fund is a sum of money or other resources segregated for the pur- 
pose of carrying on specific activities or attaining certain objectives in 
accordance with special regulations, restrictions, or limitations, and 
constituting an independent fiscal and accounting entity. 


Thus, there can be no doubt that there is a legal requirement 
for each agency to manage and account for each appropriation 
as a separate fund. (Legal requirements are established not only 
by statutes, but by regulations having the force of law and 
other authoritative interpretations of the intent of Congress in 
enactment of statutes.) 

At this point it is desired to note a very significant distinction— 
namely, an appropriation is not the same thing as the expendable 
fund related to it. We may distinguish between an appropriation 
as an authorization and the fund resources established to support 
it. Although the fund concept is dependent upon the more fun- 
damental authorization concept, the two concepts are separable. 
Accordingly, hereafter we shall distinguish between an appropri- 
ation and the appropriated fund of which it is the subject. 

Whether the treatment, in this manner, of each appropriation 
as the subject of a separate fund is necessary or desirable may be 
questioned, but this is a matter for separate consideration. 


Revolving Funds 
Before leaving our discussion of legal aspects of the subject, let 
us consider revolving funds. 


*National Committee on Governmental Accounting, Municipal Accounting and 
Auditing (Chicago, 1951), p. 234. 
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The Congress has specifically authorized and provided capital 
for many revolving funds of government agencies. Most of the 
activities so financed are business-type activities, including those 
which purchase, sell, and stock consumable matériel, as well as 
those which sell industrial and commercial services. Some are 
conducted by government corporations having Boards of Direc- 
tors; others are not incorporated and are operated under normal 
departmental organization, as in the Department of Defense— 
the organization form is the major point of difference. 

As generally understood, each revolving fund is created as a 
separate fund within the General Fund of the government. 

Revolving funds, in general, differ from appropriated funds by 
the fact that they represent more-or-less permanent capital invested 
—working capital and, sometimes, fixed capital. An appropriated 
fund is an expendable fund. It is the opposite of a revolving fund 
in that it is intended to be used up to the extent necessary in 
carrying on normal government operations. (It is limited inten- 
tionally by appropriation to the approved need for expenditure, 
based upon budgets thoroughly reviewed and analyzed.) 


FUND RELATIONSHIPS 


Let us now return to the question of the treatment of appropri- 
ations as funds from the standpoint of the individual department 
or agency, as well as the Treasury. 

From the standpoint of the agency, the unexpended balance of 
each appropriation on the books of the Treasury is a cash resource, 
much like cash on deposit in a commercial bank. It is payable on 
demand, like a demand bank deposit, so far as checks drawn on the 
Treasury for authorized expenditures are concerned. The fact that 
the balance cannot be withdrawn and deposited in some other 
“bank” is of no practical importance. It is of no consequence to 
the agencies that the Treasury does not carry cash resources to 
cover all its outstanding appropriation “liabilities” to them. The 
credit of the United States is behind these liabilities. 

How then can we reconcile the concept of each appropriation 
as a fund with the fact that the Treasury has only one General 
Fund applicable to all General and Special Appropriations? The 
answer is, simply by recognizing the distinction between the 
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Treasury and each agency. The Treasury has one General Fund; 
each agency (each major one, at least) has multiple funds related 
to it. Thus we have funds within a fund. That this concept is not 
strange is evidenced by the general acceptance of the existence 
within the General Fund of the revolving funds of various 
agencies, including the funds of government corporations. 
We may therefore outline federal fund relationships as follows: 
A. General fund of the Treasury 
1. Expendable funds of the agencies 
a) General appropriated funds 
b) Special appropriated funds 
2. Revolving funds of the agencies 
a) Government corporations 
b) Nonincorporated activities 
B. Trust and deposit funds 


COMPARISON OF PRACTICES IN STATE 
AND LOCAL GOVERNMENT 


The appropriation and fund practices of state and local govern- 
ment are of some significance for purposes of comparison with 
federal practice. 

In general, every state or local government has a legal require- 
ment for more than one expendable fund. Often there are sepa- 
rate funds matching separate tax levies for different designated 
purposes. Revolving funds and trust funds are common. But it is 
not normal to find their appropriations treated as separate expend- 
able funds. Normally each appropriation is only an authorization 
and limitation on obligations and expenditures for a specific pur- 
pose from a given expendable fund. 

In general, it is expected that each expendable fund will have 
resources to cover fully all appropriations from it. Indeed the 
amounts of appropriations are established as reserves (like liabil- 
ities) under each expendable fund, leaving the fund balance rep- 
resenting a “surplus” available for additional appropriation. For 
this purpose, it is common to treat anticipated revenues for the 
current fiscal year as a fund resource. No comparable practice exists 
in the federal government with respect to the General Fund as a 





TIS. icc wen 














who 
pria 
anti 


req 
tur 
tiol 
to < 
str 
sep 
fed 


un 


pla 
the 


col 
act 


eq 








rT wet we 





TRL aa Wine 





APPROPRIATIONS AND FUNDS 13 


whole; the difference doubtless lies in the fact that federal appro- 
priations are not fully covered by fund resources (even considering 
anticipated revenues for the current fiscal year). 

Generally state and local governments are authorized (and often 
required) by law to borrow funds specifically for capital expendi- 
tures—seldom for operating expenditures (except for tax anticipa- 
tion warrants). Separate expendable funds are generally required 
to account for the use of the proceeds from sales of bonds (in con- 
struction of facilities), and sometimes for the funds derived by 
separate taxes for payment of bonds (and possibly interest). In the 
federal government, on the other hand, all direct borrowing is 
under the Treasury’s General Fund. 

In state and local governments, it is normal practice to treat the 
plant and equipment investment as a thing separate and apart from 
the expendable funds which have financed their acquisition. The 
contrary is true with respect to revolving funds for commercial-type 
activities—such funds generally include the related plant and 
equipment. 

In distinction from plant property, the inventory of operating 
materials and supplies is usually treated as a resource of an expend- 
able general fund, if it is small. If it is significant in amount, it is 
a frequent practice to finance it under a separate revolving fund. 
Where the inventory is treated as a general fund resource, fre- 
quently it is offset by a surplus reserve matching the investment, 
in order that the surplus balance will more nearly represent the 
balance available for future appropriation. 

In the federal government, however, no tangible property— 
either plant and equipment or inventories of matériel—may be 
treated as resources of an appropriated fund, as recognized in 
reports required under Section 1311. Such resources are not avail- 
able to liquidate unpaid obligations. In this respect, federal 
accounting for expendable funds is more refined than the practice 
in state and local governments. The refinement doubtless follows 
from the greater magnitude of the amounts involved in many large 
federal agencies. The use of revolving funds to finance inventories 
of consumable matériel in the federal government is similar to the 
practice in state and local governments. 
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FINANCIAL MANAGEMENT ASPECTS 
Over-all Financial Flexibility 


It is a generally accepted principle of government finance that 
the number of expendable funds of a governmental body should be 
held to a minimum in order to preserve flexibility in the use 
of funds. 

The Congress has retained the maximum degree of flexibility by 
establishing only one General Fund, but has established a number 
of expendable funds for each agency through separate appropri- 
ations. Here the problem involves separate appropriation limi- 
tations and not the fact that each one is the subject of a 
separate fund. 

It is generally appreciated that the needs of the agencies for 
financial flexibility must be balanced against the congressional 
desire for control by means of financial limitations. No large 
agency can expect to have only one appropriation. 

As illustrated in the case of the military establishment, in recent 
years the Congress has reduced greatly the number of appropri- 
ations, but it still expects observance of the amounts budgeted for 
a number of program classifications or projects under each appro- 
priation, as shown in the President’s Budget and supporting sched- 
ules. An informal and flexible means of making changes, within 
appropriation limitations, in the budgeted amounts for programs 
or projects is on trial. In some cases this takes the form of advance 
communication to, and approval by, the Appropriations Com- 
mittees; in other cases, considered less significant, the changes are 
reported and explained after the fact. 

Almost as important to an agency is having a necessary degree 
of financial flexibility under its apportionments. Reapportionment 
actions generally provide the means for approval by the Bureau 
of the Budget of budget changes involving revision of established 
limitations for appropriations and subsidiary programs or projects. 
Less formal approval is sometimes provided for. 


Appropriation Account Classification 

It is highly desirable from the standpoint of financial planning 
and control that apropriation accounts be classified by natural pro- 
gram classifications, based upon how they are managed, as well as 
be relatively few in number. 
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Experience of the Department of Defense is illustrative. 

The programs of each military department fall naturally into 
the following categories, from the standpoint of separate manage- 
ment of the respective programs and major differences in the 
financial problems involved in management of each one. 

Operations and maintenance 
Capital expenditures: 
Procurement and production of military 
and industrial equipment 
Acquisition and construction of real property 
Research and development 

Capital expenditures and research and development are long 
lead-time programs. They involve large amounts of advance obli- 
gational authority, and they are controlled administratively upon 
the basis of individual major items or projects. Therefore, these 
appropriations are provided on a no-year basis. 

Within the operations and maintenance category, there are 
many major functions or activities. These major functions or 
activities are the subject of appropriation subclassifications. Sepa- 
rate absolute limitations are not placed upon such subclassifications. 

There are also separate appropriations for military personnel 
costs, because military personnel are presently the subject of sepa- 
rate ‘‘vertical” program management, unrelated to the functional 
programs in which they are employed. This is not a “natural” 
program classification from a functional standpoint, any more 
than would be a separate program for “civilian personnel”—both 
are elements of cost (or object classification). 


Financial Flexibility at Operating Level 


While financial flexibility at operating level is necessary to good 
management, it can go only so far. In government, it is generally 
agreed, there must be absolute limitations or there would be 
no financial control. Hence, the Anti-Deficiency Act expresses 
a sound management concept. The current unpopularity of this 
act is believed due more to improper financial administration 
within the agencies than any other factor. 

An operating unit can have no more financial flexibility than is 
possessed by an agency. It must have a separate allotment for each 
applicable appropriation from the next higher management level 
to which it is responsible. 
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It has been generally agreed that the past practice in many 
federal agencies has been to have too many allotments and related 
financial limitations. This is being corrected by improvements in 
appropriation account structures, observance of direct lines of 
management authority in the funding process, and establishment 
of improved operating budget practices. 

Especially significant progress had been achieved in reducing the 
number of allotments in the Department of Defense, even before 
the enactment of recent legislation compelling such action gen- 
erally. This movement was inspired largely by difficulties follow- 
ing strict observance of the Anti-Deficiency Act, particularly the 
requirement to report to the Congress on every violation, no 
matter how small. 

Operating Budgets 

Of fundamental importance in good financial administration is 
the use of current operating budgets based upon thorough, co-ordi- 
nated “programming” in physical terms. These budgets should be 
revised quarterly, or when required by an emergency, and kept 
balanced within the limitations of available funds. This is a never- 
ending and difficult task in any large, far-flung organization with 
complex programs to execute. Co-ordination between financial 
and other management elements at each level is a “must.” 

There is only relatively recent recognition in the federal gov- 
ernment that operating budgets at every level of management 
should be based upon costs—that is, “applied costs” or “costs of 
resources consumed.” This means operating expenses or costs of 
acquisition of capital assets. 

It still remains true, however, that every appropriation budget 
must also be carried beyond such costs to include the related 
acquisition of materials and supplies for inventories and contracts 
and orders to be placed. This means that the final figure in any 
budget is the estimated obligations to be incurred. 

In the case of operating budgets for capital expenditures, it is 
normally necessary to make the cost estimates by major items to be 
procured and by group estimates for minor items. For example, 
the Department of Defense has large separate appropriations for 
construction of facilities and for procurement and production of 
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military and industrial equipment. Most capital acquisitions of 
this nature have a lead-time of more than one year for procure- 
ment, production, or construction. But it is considered important 
to budget and fund for these costs to completion, and appropri- 
ations are made generally upon that basis. 


Relation of Operating Budgets to Funds 


Estimated obligations to be incurred in any budget, at any level, 
are synonymous with fund requirements. Fund requirements are 
the basis for appropriations, apportionments, and internal funding 
actions within an agency by subdivision of appropriations (such 
as allotments). 

It follows that any approval of a revised operating budget of an 
operating unit must be accompanied by a funding action to bring 
the available balance (unobligated) of the allotment in line with 
the total obligations to be incurred. Any funding action increasing 
an allotment reduces the balance of funds available to the grantor 
for future funding action. (The reverse may be true if funds are 
withdrawn.) 

This shows why attention must be given (a) to the balance avail- 
able for obligation to the holder of an allotment and (b) to the 
balance available to the grantor for allotment, as the case may be, 
in connection with the approval of an operating budget of an 
operating unit. 

In other words, greater emphasis on operating budgets in finan- 
cial management does not eliminate the requirement to use fund 
accounts. The use of fund accounts to complement the operating 
budget is essential. The main change is to reduce the number of 
funds or fund subdivisions and to place greater reliance on budgets 
and accounts for details, including costs as well as obligations. 


Day-to-Day Attention to Fund Balances 


Continuous accounting for the balance of each appropriated 
fund or fund subdivision is required also for the purpose of keep- 
ing “on course”’ with the entire budgetary plan, as well as keeping 
obligations within fund limitations. 

In simple operating areas, periodic rates of expenses can be 
fixed approximately, or modified as necessary to conform with 
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budget plans, by appropriate administrative action, such as estab- 
lishing personnel limitations. In these cases monthly review of the 
status of funds may be sufficient to confirm the adequacy of funds 
to cover the then budget requirements for the remainder of the 
year. For this purpose, contracts and orders outstanding, as well 
as costs incurred, must be charged against the available fund 
balance. 

In some areas, such as those involving substantial procurement 
of goods or contractual services, the effect of individual procure- 
ment actions on available funds must be carefully watched from 
day to day. It is not enough to record contracts and orders when 
placed, in addition to other costs incurred, and to watch daily the 
total obligations incurred and unobligated balances. In such 
areas, no individual procurement directive or requisition should 
be issued as an authorization, in advance of incurring obligations, 
without certification of fund availability. And ability so to certify 
demands creating a reserve for “commitments outstanding” in 
advance of placing contracts, as these actions are taken within 
the unobligated balance of available funds, leaving an account 
for the “uncommitted balance.” The uncommitted balance is 
useful in advance budgetary planning and reprogramming, as well 
as for certification of new procurement directives. 

This attention to the balance of available funds is more than a 
matter of complying with regulations under the Anti-Deficiency 
Act; it is an operating necessity. 

Appropriation Reimbursements 


Turning back to the subject of funds made available for obli- 
gation, let us consider the subject of appropriation reimburse- 
ments. These are a supplemental source of funds for any agency 
and its operating units. 

In the Department of Defense, many activities either perform 
work or procure matériel for others, or order such work or 
matériel from others. Without going too deeply into the subject 
here, it is significant that it has been determined, for the purpose 
of simplification, that such work or matériel should be financed 
upon a reimbursable basis. The orders constitute obligations to an 
ordering agency, like contracts. This is in preference to the use of 
multitudinous suballotments to activities outside the chain of 





meer seats! 





cor 
of 

for 
ens 
ser 
ful 


ap 
ret 
res 
th 
ea’ 
it} 
in 
ur 


im 
be 
ae 

















APPROPRIATIONS AND FUNDS 19 


command for individual transactions or, as an alternative, the use 
of orders on a “citation-of-funds” basis which must be accounted 
for similarly to suballotments. Where the performing activity is 
engaged more than incidentally in producing goods or performing 
services for others, it will usually be financed under a revolving 
fund. But there is a wide area where the performing activities will 
be financed under appropriation allotments. 

There are, of course, reimbursable transactions between activ- 
ities in different military departments, as well as those within the 
same military department. Reimbursable work is also performed 
for, and matériel is sold to, nonmilitary agencies, foreign govern- 
ments, government contractors, etc. And the Military Assistance 
Program is serviced and supplied by the military departments 
largely upon this basis. 

In general, when orders are received for performance under 
appropriated funds, it would be expected that they would be 
recorded as a fund resource (anticipated reimbursements) of the 
respective appropriated fund (or subdivision) in order to finance 
the cost. This resource will be realized as reimbursements are 
earned when the respective orders are filled by the ordering activ- 
ity. The increased balance of funds available will be used in the 
interim to cover the additional obligations (or costs) to be incurred 
under the “customers’’’ orders. 

The above-described procedure will be an important part in 
implementation of the recent act requiring minimizing the num- 
ber of fund subdivisions for each operating unit. 


> 99 


“Feedback” Data for Use in Budgeting 


We have seen the need for data on the current unobligated 
balance of each appropriation and appropriation subdivision for 
use in funding actions in connection with approvals of operating 
budgets. 

It should be explained that certain additional accounting data 
are also of use in budgeting for costs and obligations. For the pur- 
pose of our subject, we shall limit this discussion to items which 
appear on a balance sheet. We shall not discuss here the use of 
historical operating data in budgeting. 

While each operating budget related to an appropriation should 
be based upon costs (operating expenses, or costs of acquisition of 
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capital assets), it should also show estimated accrued expenditures 
and obligations to be incurred. As most government accountants 
understand, this requires consideration of inventories on hand of 
materials and supplies (except those held in revolving funds) and 
contracts and orders outstanding, both at the beginning and end 
of the budget period. 

Hence it is essential that appropriation-financed inventories and 
contracts and orders outstanding be continually identified with 
the individual appropriations. 

As we have seen, appropriation-financed inventories are not 
fund resources of the appropriations. However, this must not 
prevent their identification in the property accounts by appropri- 
ation—the respective appropriation category which finances cur- 
rent procurement, not the one which originally financed actual 
procurement. 

Where there are common inventories for use under more than 
one appropriation, a revolving fund is a desirable tool to finance 
them. The only other reasonable solution is to finance such inven- 
tories under one appropriation and require reimbursements to it, 
from other appropriations, for matériel issued for use or consump- 
tion for their purposes. 

Contracts and orders outstanding? are one element of unpaid 
obligations required to be recorded under every appropriated fund 
and subdivision thereof. The other element is the current liabil- 
ities—that is, accounts payable and accrued expenses payable. 

The budgetary need for data on contracts and orders outstand- 
ing, like data on available unobligated balances, often extends 
below the appropriation classifications. For example, in the area 
of major procurement, these data must be kept classified by cate- 
gory of matériel being procured. No such need exists, however, 
with respect to current liabilities because they do not have sig- 
nificance in budget planning for costs (and obligations) to be 
incurred in the future—they represent only the lag between 


*This term is used instead of “undelivered orders” because (a) it covers major 
contracts as well as purchase orders, project orders, etc., and (b) it represents the 
balances not yet due, rather than matériel yet to be delivered. (The amounts are 
reduced by progress payments, as well as “costs of deliveries.”) The term is similar 
in meaning to “legal commitments” in business and “reserve for encumbrances” in 
state and local government accounting. 
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accrued expenditures (past costs) and disbursements. In fact, there 
is no management need to separate current liabilities by individual 
appropriation. 

Finally, in budgeting for reimbursements to be earned in rela- 
tion to total funds available, we must consider the current balance 
(unearned) of unfilled customers’ orders. As we have seen, reim- 
bursements have been anticipated already for these orders. For this 
purpose, the anticipated reimbursements must be identified con- 
tinuously with each appropriation. It is even necessary in some 
cases to subclassify this fund resource by accounts for each category 
of matériel to be procured. But this does not mean there is a need 
in budgeting for a similar subclassification of accounts receivable 
for reimbursements earned—not even by separate appropriations 
(over-all totals are good enough). The reasons are the same as 
previously given with respect to contracts and orders outstanding 
and accounts payable, respectively. 


Is There Any Financial Management Need for Data 
on Unexpended Balances? 

What management use, if any, exists for an agency in the main- 
tenance of accounts for its unexpended balance of each appropri- 
ation on the books of the Treasury? 

Certainly no need for such data exists with respect to future 
planning in terms of costs and obligations. However, the data 
provided by this account with respect to cash transactions do have 
value in making forecasts of receipts and expenditures. But such 
data could be had without maintaining a separate account on the 
books of the Treasury for the unexpended balance of each 
appropriation. 

Perhaps the greatest value of maintaining the unexpended-bal- 
ance accounts lies in the assurance they provide that other more 
important data are correct; for example, contracts and orders out- 
standing and unobligated balances. Moreover, if there is greater 
assurance of the accuracy of these data, there is automatically equal 
assurance of the accuracy of data on obligations incurred in operat- 
ing reports. This assurance results from the application of the 
double-entry method of accounting for each appropriation—this 
is a kind of mathematical proof. But this need could be met under 
double-entry accounting for one consolidated expendable fund for 
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all appropriations, with only one Treasury account for the 
unexpended balance. 


Just What Value Does the Fund Balance Sheet Have? 


In summary, we may conclude that the balance sheet and sup- 
porting ledger accounts of each appropriated fund or fund sub- 
division have value to financial management in the following 
respects: 

(1) Providing data necessary in budgeting for obligations and 
costs. 

(2) Providing data on the source of available funds (including 
reimbursements) and their application in meeting budgeted fund 
requirements through the funding process. 

(3) Providing day-to-day, or possibly less frequent, data on 
available funds as a means of checking on the propriety of under- 
taking new obligations, especially in the form of procurement 
directives, prior to the execution of major contracts. 

(4) Providing proof of the over-all accuracy of budgetary data 
on operations and the balance available for obligation. 

(5) Providing data on uncollected accounts receivable for fol- 
low-up on performance in collection (an obvious point not dis- 
cussed heretofore). 

It may be contended that the balance sheet for each appropriated 
fund, or subdivision thereof, is less important to management than 
the operating report (on costs and obligations). While this may 
be true, it should be evident that these balance sheets do have 
real value. 

A question has been raised, however, with respect to the man- 
agement value of a complete separate balance sheet for each appro- 
priated fund or subdivision. While certain items must be known 
with respect to each separate appropriation (or even in finer detail), 
other items need not be so classified. The accounting implications 
of these facts will be pursued in the following section. 


ACCOUNTING ASPECTS 
Fund Accounts Required 


We have seen that each appropriation is presently the subject of 
a completely separate expendable fund having its own resources, 
unpaid obligations, and unobligated balance available. 
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We have also seen from the standpoint of financial management: 

(1) That selected fund accounts must be broken down by appro- 
priation, and even below that level—anticipated reimbursements, 
contracts and orders outstanding, and unobligated balances. 

(2) That the unexpended Treasury balance and other fund 
resource accounts, and the current liability accounts, need not be 
broken down by appropriation, even though presently so required. 
Over-all totals of these items for all appropriations of each agency 
would be sufficient for management purposes. 

The first group of accounts mentioned above falls into a category 
which is generally termed “budgetary accounts”; the second group, 
into a category generally termed “proprietary accounts.” Pro- 
prietary accounts are of a character analogous to those normally 
maintained for commercial-type activities financed by revolving 
funds, either private or governmental. Budgetary accounts are 
those which are peculiar to expendable funds in government. 

It is a generally accepted principle of governmental accounting 
that each separate expendable fund should be the subject of a 
separate balancing group of accounts for its resources, obligations, 
and fund balance. These accounts make up the balance sheet of 
the fund. They include the budgetary accounts and some of the 
proprietary accounts. The excluded proprietary accounts consist 
of property accounts. 

To illustrate the application of this principle, the following 
chart of condensed uniform accounts is provided with respect to 
the financial position (balance sheet) of each expendable fund in a 
federal agency. 

(There is one expendable fund for each no-year appropria- 
tion, but there are presently four separate expendable funds for 
each kind of one-year appropriation for the same purpose—one 
fund for the current fiscal year, two funds for the two years 
expired for obligation, and one merged fund for the liquidation 
of all prior years’ obligations.) 

100. Fund resources 

110. “Quick assets” (Proprietary accounts) 
111. Unexpended (undisbursed) Treasury balance 
112. Accounts receivable—reimbursements earned 
113. Accounts receivable—refunds 
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114. Advances—travel 
115. Advances—contractors 
120. Budgetary accounts 
121. Anticipated reimbursements to be earned 
200. Unpaid obligations 
210. Current liabilities (Proprietary accounts) 
211. Accounts payable 
212. Accrued expenses payable 
220. Budgetary accounts 
221. Contracts and orders outstanding 
300. Unobligated balance (equals 100 minus 200; budgetary 
accounts) 
310. Reserve for balance not apportioned 
320. Apportioned and unobligated 
321. Reserve for commitments outstanding 
322. Reserve for subsequent quarters (if any) 
323. Currently available—uncommitted 


Property Accounts Required 


It has been shown that tangible property of any kind acquired 
from appropriated funds is not a fund resource although, for pur- 
poses of financial management, inventories of materials and sup- 
plies should be subclassified in relation to the respective appropri- 
ated funds which are used to finance new purchases. Similar identi- 
fication of all property with the current appropriation structure is 
also desirable in financial management. 

To complete our condensed chart of accounts relative to finan- 
cial position, the following chart of typical summary property 
accounts is presented for appropriations-financed property. These 
are all proprietary accounts. 

400. Resources 

410. Inventories of materials and supplies (or components) 
420. Inventories of equipment in storage 

430. Inventories of matériel in contractors’ plants 

440. Unliquidated progress payments 

450. Real property (land, structures, etc.) 

460. Construction in progress 

470. Equipment installed or in use 
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500. Government’s investment (proprietorship) accounts 


Each of the foregoing accounts would be subdivided by related 
current appropriations. 


Operating Accounts Required 


Operating accounts should be provided with respect to changes 
in the fund balances and government’s investment in property 
(accounts 323 and 500, above). They are generally called nominal 
accounts,” as distinguished from “‘real (or balance sheet) accounts” 
(as outlined above). 

While the operating accounts are granted to be of even greater 
importance than the balance sheet accounts, sound development 
of accounts for the purpose of financial management, as well as 
legal requirements by the Congress, demands attention to the bal- 
ance sheet accounts. They provide a basic framework within which 
the operating accounts must fit. 

Although it is not directly germane to the subject under dis- 
cussion, it may be helpful to outline roughly the nature of the 
required operating account structure related to each appropriated 
fund. Such accounts would, of course, be separate from the operat- 
ing accounts required with respect to the government's investment 
in property (which are not shown here). 

Sources of funds available (credits) 
Amounts appropriated 
Transfers from (+) or to (—) other appropriations 
Amounts withdrawn (-) or restored (+) 
Reimbursements earned 
*Increase (+) or decrease (—) in anticipated 
reimbursements 
Obligations incurred (debits) 
Accrued expenditures (total costs) 
*Increase (+) or decrease (—) in contracts 
and orders outstanding 
* Reservations of unobligated balances (debits) 
Amount not apportioned 


*These accounts are required by the use of budgetary accounts. They are not 
involved in maintenance of accounts upon the accrual basis. 
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Increase (+) or decrease (-) in commitments 
outstanding 
Reserved for subsequent quarters (if any) 

The reporting requirement of the Bureau of the Budget (S.F. 
133) is evidence of the nature of the operating accounts required 
for appropriated funds. 

Cost accounts would be provided as subsidiary accounts with 
respect to ‘‘accrued expenditures.” These accounts would consist 
of groups of costs, appropriately classified, of the following types: 

Expense accounts, or 
Costs of materials and supplies sold, or 
Costs of work in place (in construction), or 
Costs of other capital property completed 
and 
*Increase (+) or decrease (—) in inventories 
of materials and supplies (or components) 
*Increase (+) or decrease (—) in unliquidated 
progress payments 

*These accounts are required by the use of budgetary accounts. They are not 
involved in maintenance of accounts upon the accrual basis. 

In the case of each “one-year” appropriation, these cost accounts 
would necessarily support the total amount of the combined 
accrued expenditures under the four separate open appropriated 
funds, including the fund for the current year, the two funds for 
the two years expired for obligation, and the merged fund for 
liquidation of all prior years’ obligations. 


To what extent is appropriated-fund structure cumbersome? 

Doubtless most accountants would agree that the requirement 
for a separate expendable fund for each appropriation is unneces- 
sary and undesirable and that the added expense of maintaining 
such a system is unjustified. 

Those who might be inclined to be more emotional on the sub- 
ject would say that this accounting requirement results in a “sepa- 
rate set of books” for each appropriation and for the property 
accounts. At the level of each operating unit this would be trans- 
lated into a separate set of books for each allotment of an appropri- 
ated fund and the property accounts. This is not wholly correct, 
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however, because the requirement is only for a separate balanced 
group of accounts for each one, and they may be all maintained 
in one general ledger and with one set of books of original entry. 

We have seen that financial management does not need a com- 
plete balanced group of fund accounts for each appropriation, 
although they do need a breakdown of the budgetary accounts by 
appropriation and in some cases by subsidiary programs under an 
appropriation. 

Most of all we may criticize the requirement for separating each 
category of “one-year” appropriations into four separate expend- 
able funds, because it makes unnecessarily complex the reporting, 
as well as bookkeeping, for costs in relation to accrued expendi- 
tures. The Second Hoover Commission observed this difficulty and 
recommended merging these accounts into one for each appropri- 
ation title. 


A Suggested Improvement 


Management needs, as well as accounting simplicity and econ- 
omy, justify a proposal for eliminating the concept of maintaining 
a separate expendable fund for each appropriation. But what 
might we suggest as an alternative in the light of management 
needs? 

It is suggested that each agency should have only one consoli- 
dated expendable fund to cover all of its appropriations. This 
would mean that there would be only one consolidated account 
on the books of the Treasury for the unexpended balance of this 
fund for each agency. No change would be involved in the appro- 
priation process, or number of appropriations, from the standpoint 
of their character as authorizations and limitations. But it would 
be hoped that all “one-year” appropriation accounts for one gen- 
eral purpose would be merged in one account. 

Each agency would be required to account for its one expend- 
able fund in accordance with the principles of governmental fund 
accounting. This would mean that the balance of each appropri- 
ation available for obligation would represent an “equity” in the 
entire consolidated expendable fund of the agency—about the 
same result as the present general practice in state and local govern- 
ments. Each such appropriation account would continue to be 
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accounted for in the same manner; sources of available funds and 
costs and obligations would be accounted for separately for each 
appropriation. Other budgetary accounts, but not proprietary 
accounts, would be broken down in subsidiary accounts by each 
appropriation (or program). 

The foregoing proposal is not timely for implementation cur- 
rently, because the Section 1311 reports on status of funds by 
appropriation are not yet accurate enough in the largest federal 
agencies. The necessity of having to reconcile unpaid obligations 
and unobligated balances with Treasury balances (unexpended), 
for each appropriation, is presently having a salutary effect upon 
improvement in appropriation accounting. Therefore, it is 
believed to be necessary to make the present system work first— 
for until these reports are more accurate, there would be no basis 
to convince the Congress that the proposed change would be feas- 
ible and desirable. We should look upon this necessity as one of 
the “growing pains” of modernizing the federal government's 
accounting. The production department must catch up with the 
sales department on accounting improvements—the sales depart- 
ment must wait awhile. 

No alternative proposal to the foregoing which might involve 
complete elimination of the formal budgetary accounts related to 
each appropriation, and substitution of a system exclusively of 
proprietary accounting upon the accrual basis, would be practi- 
cable and responsive to financial management needs. The prin- 
ciples of fund accounting conform to financial management 
requirements, if they are correctly applied. 

In anticipation of two possible doubts as to the efficacy of this 
proposal it may be stated: 

(1) That the sole dependence on agency accounting for indi- 
vidual appropriations would not result in loss of any Treasury 
control over data on net expenditures and balances of each appro- 
priation. The Treasury does not have such control now. 

(It is perhaps not generally understood, except by those engaged 
in financial management activities, that the expenditure data 
recorded in the appropriation accounts on the books of the Treas- 
ury are furnished by the agencies and that they are solely respon- 
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sible for the accuracy of these data, subject only to postaudit by 
the General Accounting Office.) 

(2) That data on net expenditures (disbursements) by each 
appropriation could still be produced by the agencies as at present. 

(Accountants hope, however, to see reduced emphasis on cash 
expenditure data as accrued expenditure reporting becomes estab- 
lished. Such data are more meaningful in that they are more cur- 
rent and they cannot be affected by withholding or accelerating 
payment of bills or payrolls, as cash expenditures can.) 












Ellsworth H. Morse, Fr. 


Some Considerations behind 
the General Accounting Office 


Statement on Internal Auditing 


{ Internal auditing and other internal review groups should be 
established primarily as an aid to management, but there is more than 
one way to establish and operate these groups. There may be more 
than one review group, and they will not all be called internal auditors. 
The exact assignment of responsibility should be determined by man- 
agement, but the scope of responsibility should not be limited to 
accounting and financial transactions. . 

The article of Mr. Morse is followed by the August 1957 statement 
of the General Accounting Office on internal auditing. 

Mr. Morse is director of the Accounting and Auditing Policy Staff, 
General Accounting Office. ) 


IN AUGUST 1957, the General Accounting Office released to all 
government agencies a statement of basic concepts and principles 
on internal auditing. The principal purpose of the statement was 
to set forth the over-all position of the General Accounting Office 
on the desirability of effective internal review systems as aids to 
management and the basic principles pertaining to them. The 
statement was the culmination of considerable study of the sub- 
ject based on audit work performed in individual agencies, dis- 
cussions with agency officials, and inquiries into principles and 
practices followed in industry. 
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The preparation of a statement on this subject had been under 
consideration for some time. Suggestions had been made from time 
to time that the General Accounting Office issue a “‘strong”’ state- 
ment on internal auditing. A good many of these suggestions came 
from agency representatives who were faced with the job of demon- 
strating the usefulness of an internal audit function in an estab- 
lished organization. 

Although the General Accounting Office in past years has fre- 
quently expressed its views in audit reports and letters with regard 
to the need and usefulness of internal auditing as an aid to manage- 
ment in specific agencies, the only official statement of general 
applicability on internal auditing previously issued appeared in 
the August 15, 1952, statement to heads of departments and 
agencies on “The Contribution of Accounting to Better Manage- 
ment.” That statement, in commenting on internal control, said: 


A broadly constituted internal audit program provides the adminis- 
trator and his subordinates not only with the auditor’s findings on 
financial transactions but also with objective views of the manner in 
which policies and procedures, whatever their nature, have been car- 
ried out along with recommendations for improvements. 


While this statement is sound and agreeably short, the task of 
developing a more complete statement on the subject presented 
some difficult problems because of the great diversity of functions, 
operations, and activities of government agencies and the many 
different ways in which they are organized and managed. 


GENERAL NATURE OF THE STATEMENT 


For one thing, it became apparent at the outset that such a 
statement would have to be rather general in nature and represent 
a broad framework of principles under which many different kinds 
of organizational alignments for carrying out internal review 
functions could be fitted. At the same time, the statement was not 
intended as a prescribing of principles for observance by govern- 
ment agencies. 


USE OF THE MANAGEMENT VIEWPOINT 


Another factor to be recognized was that the concepts and prin- 
ciples advocated in a statement of this kind would be more effective 
if presented primarily from the viewpoint of management rather 
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than from the viewpoint of the internal auditor. Accordingly, the 
statement as released was addressed largely to top agency manage- 
ment. This viewpoint resulted logically in one of the important 
concepts expressed, namely, that it is not really important how 
an internal review operation is organized as long as the manage- 
ment, recognizing that such a function is necessary and desirable 
in promoting more efficient operation, makes effective provision 
for having one carried out. The presentation of this kind of con- 
cept was made in full recognition that it would not be completely 
satisfactory to those engaged in internal audit or other methods of 
internal review operations because a statement on such basis would 
not strongly advocate one method over another. 

The statement also recognizes that it would be undesirable for 
the comptroller general, whose statutory responsibilities include 
the making of audits and investigations of a broad scope in all 
agencies of the government, to advocate any but the broadest kind 
of internal reviews for assisting agency management. While a func- 
tion called internal auditing could be organized and given the 
broadest possible assignment of review responsibility in a single 
agency, this method could not be represented as the only way of 
attaining the objective of having appropriate and effective internal 
reviews made. As a practical matter, such a course of action in older 
and well-established agencies might be unrealistic or impossible. 
Therefore, as a matter of principle, the statement was designed to 
recognize that there is more than one way to establish and operate 
internal review operations. 

Another viewpoint emphasized in the statement is that an 
internal review function should be established primarily as an 
aid to the management and not because of its value to the General 
Accounting Office in carrying out its statutory responsibilities s/ In 
our audit or other review work, our policy is always to inquire into 
the effectiveness and usefulness of all internal review operations 
as a part of our review of management controls. We will also take 
full advantage of such operations where they are effective, and 
we will submit suggestions for improvement where appropriate. 
But the primary value of internal reviews should be to aid the 


management of an agency in achieving more effective and efficient 
operation. 


The references to internal auditing in the statement connote 
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e an organization identified as internal auditors who have the 
‘ assigned responsibility for carrying out all or most of the internal 
t review needed by the management. These references are also made 


to distinguish such an organization from other review groups who 
may be called something else—inspectors, investigators, special 


, review groups, methods examiners, etc.—and who may be doing 
; work similar to that done by an internal audit group under other 
: circumstances. 


i In a broad sense, all internal review functions, other than line 
| supervisory reviews, can be called internal auditing. On the other 
hand, they can be given other designations. The manner of refer- 
ring to or identifying organizational components or their func- 
tions in an agency is not really important; the important thing is 
their assignment of responsibility and the kind of job done in 
carrying it out. 





THE PROBLEM OF SCOPE OF RESPONSIBILITY 


In developing the statement, the legitimate scope of the func- 
tion called internal auditing had to be carefully considered. One 
need not look far to note that opinions on this point range widely. 

“There are those who sincerely feel that internal auditing should 
be confined to the examination of accounts and financial trans- 
actions. This concept is based on the fact that internal auditors 
are usually identified as accountants. More often than not, they 
are accounting-trained, and in the earliest phases of its evolution 
the function of internal auditing was mainly concerned with 
accounting matters and financial transactions, 

There are those who take the opposite view that the proper 
and desirable field for review by persons identified as internal 
auditors includes all policies, procedures, operations, and func- 
tions. And there are many intermediate viewpoints. 

We also observed that, progressive as the management of large 
private business enterprises is considered to be, a uniformly rec- 
ognized area of review responsibility assigned to internal auditors 
does not exist there. Assignments of responsibility vary from com- 
pany to company and industry to industry. Some internal auditors 
have broad authority to go into any area of a company’s affairs; 
others are restricted to accounts and financial transactions. 
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Recognizing this situation in relation to the federal government 
whose activities are just as diverse as those found in private busi- 
ness and industry, we felt that the soundest basic principle we 
could advocate was that the organizational alignment and assign- 
ment of responsibility to one or more internal review groups 
should be determined by each agency management based on its 
special needs and desires. 

We could not accept the proposition that the proper scope of 
internal auditing should be limited to accounts and financial trans- 
actions. At the same time, we could not logically insist that a group 
identified as internal auditors carry out all internal review func- 
tions for the management. This led to the basic idea that the 
method of organization is secondary to the objective of having an 
internal review operation carried out. 

A corollary to this very general proposition is the fact that the 
use of any internal review method must not only be determined 
by the top management but must have the management’s whole- 
hearted support to be effective and fully useful. 


REVIEW OF MANAGEMENT POLICIES 


Some internal auditors will note that, among the suggested areas 
of review described, the review of policies established by the top 
management was omitted. If the top management in an agency 
wishes a review of its policies made currently or periodically by 
an internal audit or other staff review group, it will provide for 
such an operation. However, except as a result of special assign- 
ment or by reason of involvement in other matters for which there 
might be an incidental examination affecting top management 
policies, we felt that it would be unrealistic to advocate that a 
review group undertake as a functional right the review and evalu- 
ation of policies established by the top management. The primary 
job of an internal reviewer is to review how top management 
policies are being carried out rather than to evaluate those policies 
as such. 


BASIC GENERAL PRINCIPLES 


The statement does present certain general principles which 
require consideration in establishing an effective internal review 
operation. The more important of these are: 
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(1) Independence of the review organization from the opera- 
tion or function reviewed. 

(2) Establishment of the review function as a staff and not as a 
line operation. 

(3) Placement of the review function within the organizational 
structure at a level sufficiently high to assure successful operation. 

(4) Observance of high standards of competence and _per- 
formance. 

(5) Assignment of a scope of responsibility adequate for the 
needs and desires of the top management. 

The inclusion of these basic ideas about which there can be 
little disagreement lends support to the essential soundness of the 
statement. 


CONGRESSIONAL RECOGNITION OF THE FUNCTION 


Several laws passed by the Congress mention internal auditing. 
The statement makes reference to these expressions. To avoid 
undue emphasis on legal requirements, however, the statement 
merely refers to congressional recognition of the role and useful- 
ness of internal auditing in various laws without emphasizing 
specific congressional requirements. 


THE GAO INTEREST IN INTERNAL 
REVIEW OPERATIONS 


In the audit and investigative work of the General Accounting 
Office, we try to keep constantly alert to the need for stronger 
controls over agency expenditures of public funds and over agency 
administration of government activities and resources. We, on 
behalf of the Congress, are interested in efficient and economical 
management of those activities and resources, and a strong system 
of management control is necessary to achieve such objectives. 
Internal reviews for management are an important phase of such 
control, and whenever appropriate, in specific circumstances, we 
will make recommendations, the objectives of which are to pro- 
mote the strengthening of management control and thereby bring 
about better management. 

The August 1957 statement on internal auditing issued by the 
General Accounting Office will be revised from time to time as 
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the need arises to give recognition to changing concepts of man- 
agement control over government activities and to our continuing 
experience with different kinds of internal review systems. 


GAO Statement on Internal Auditing 


INTRODUCTION 





Management control refers to the pattern of organization and the 
policies and procedures of an activity designed to assure that assigned 
responsibilities and planned objectives are being carried out in the 
manner and with the results intended. The essence of management 
control is the action taken to direct or carry out operations including 
the correction of deficiencies and the adjustment of operations to con- 
form to prescribed or desired standards. The basis of the action is 
information in the hands of the managers. 

Such information may come from direct observation or from a 
system of reporting. Reported information may come from various 
sources, one of which is the system of review and appraisal established 
by the management to provide it with objective information on its 
operations. 

There are various methods by which the internal review and 
appraisal function can be organized and carried out. One of these 
methods is internal auditing. The accompanying observations and 
suggestions are intended to stimulate the development of high stand- 
ards of internal auditing in those agencies where it is deemed to 
provide the appropriate method of review and appraisal and to 
encourage the continued improvement of internal auditing in those 
agencies where it is already established. 

While the scope of internal auditing described herein is broad, it is 
to be emphasized that the pattern of organization and the assign- 
ment of responsibilities for internal review and appraisal functions 
should be tailored to the needs of each agency. One of the main 
objectives of a system of management control should be to assure 
that such a function is being carried out in an adequate and timely 
manner. The responsibility for carrying it out need not be vested solely 
in an internal audit organization, if there are other organizational seg- 





sac RastlndabA 


EN el 


ae 


Sp enw 











me 
ass 
zat 
an 
dic 


re 
ca 


OF 
tic 


co 
at 


oO 


oO 85 Qa SS 








sae tumtbdReLbA 2 


ES SOA i la Na 


Se ae 


ade Lacan Hit 








INTERNAL AUDITING 37 


ments of a staff nature in the agency which can satisfactorily perform 
assigned review and appraisal functions. If more than one organi- 
zation is used for such a purpose, however, they can function efficiently 
and effectively only if assignments of responsibility are clear and juris- 
dictional conflicts as well as overlapping and duplication are avoided. 


NATURE OF INTERNAL AUDITING 





Internal auditing is a method of providing for independent reviews 
and appraisals within an agency. It is an element of management con- 
trol, functioning by reviewing, appraising and reporting to manage- 
ment on the effectiveness of other controls. Depending on how the 
management arranges its system of control, sometimes the scope of 
responsibility assigned to the internal auditor is restricted to accounting 
and financial matters. Under other circumstances, the internal auditor’s 
responsibilities may extend to reviewing operating matters, in which 
case hé can supply the management with information as to whether 
operations are being carried out effectively, efficiently, and as intended. 

Internal auditing is not a managing, supervising, or directing func- 
tion. It assists management by furnishing information which may 
become the basis of action. The internal auditor does not direct or 
control this action. His purpose is to assist the management in 
attaining its objectives. 


BENEFITS OF INTERNAL AUDITING 





Business management has found that the constructive services 
rendered by internal auditors in the form of recommendations, sug- 
gestions, and the gathering of specific information for management use 
have aided it in meeting many of the problems of large scale, decentral- 
ized operations. The administrative problems of large organizations 
either in business or in Government can be numerous and complex. 
As a result, top management can sometimes do little more than formu- 
late over-all policies and procedures, provide the machinery for carry- 
ing them out, and review reports on operations. Where a management 
has found it necessary to assign increasing responsibilities down the 
organizational structure, it must devise means of keeping fully 
informed of what is going on at the point of operation. To do this, it is 
necessary to expand and refine existing concepts of control and to 
develop new ones. Internal auditing of sufficiently broad scope is one 
means by which management can provide itself with an effective 
control device. 

The management also benefits in learning of problems as they occur 
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so that remedial measures may be taken before the continued existence 
of the problems impairs the proper functioning of the organization. 
Internal auditors can bring to light such matters of interest and con- 
cern to top management as opportunities for savings, increased effici- 
ency, and better ways of doing things. 

Similarly, internal auditing can be of benefit to the management of 
smaller organizations, or of segments of large organizations, when the 
ideal segregation of duties and responsibilities among employees for 
control purposes is not always economically or otherwise practicable. 
Internal auditing in such cases may provide the additional internal 
checks and control required for effective management. 

By reason of his knowledge of management policies and procedures 
and his contacts with officials and employees at all organizational levels, 
the internal auditor can provide a valuable service in assuring better 
communications within an agency. He can provide informal expla- 
nations and interpretations of prescribed policies and procedures, and 
he can obtain first hand observations as to their usefulness or effective- 
ness which can be passed back to those responsible. This type of service, 
while largely informal, can contribute materially to effective manage- 
ment control. 

The benefits to be derived from the operation of an effective internal 
audit organization or similar function may be obtained by manage- 
ments of Federal Government agencies depending upon their needs and 
desires. 

The Congress recognized the role and usefulness of internal auditing 
when it enacted such legislation as the National Security Act Amend- 
ments of 1949, the Post Office Department Financial Control Act of 
1950, and the Budget and Accounting Procedures Act of 1950. However, 
these laws did not define the scope of internal auditing. The Budget 
and Accounting Procedures Act of 1950 defined the responsibilities 
of top agency management for this function as follows: 

“Sec. 113. (a) The head of each executive agency shall establish 
and maintain systems of accounting and internal control designed 
to provide— 

* * * 

(3) effective control over and accountability for all funds, prop- 
erty, and other assets for which the agency is responsible, including 
appropriate internal audit;***” 


AUTHORITY 





Internal auditing is a staff or advisory function rather than a line 
or operating function. The internal auditor should not have authority 
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to make or direct changes in the procedures or operations of an agency. 
His method of operation is to make independent analyses, reviews, 
and evaluations of existing activities and procedures, to report on 
conditions found, and to recommend changes or other action for the 
consideration of management and operating officials. 

The internal audit staff should not be responsible for or be required 
to perform line operation assignments. The internal auditor should 
be factual and unbiased in calling the management’s attention to mat- 
ters requiring corrective action. His function is to present his views 
and thoughts constructively to the management for its use in deter- 
mining the action to be taken, if any. 


RELATIONSHIP TO AGENCY OPERATIONS 





Since internal auditing is a staff function, it should be independent 
of line operations. Independence permits it to provide the manage- 
ment with objective reports concerning its reviews and appraisals. 
Internal audit review and appraisal does not in any way relieve other 
persons in the agency of the primary responsibilities assigned to them. 
Operating officials should be vested with full responsibility for com- 
pliance with prescribed policies and procedures, for proper protection 
and use of the resources of the agency, and for appropriate action in 
the correction of deficiencies or unsatisfactory conditions reported by 
the auditor. An internal audit organization should not replace estab- 
lished lines of operating authority and responsibility. Nor does it 
eliminate the need for continuing functional supervision, including 
supervisory inspections,. necessary to the discharge of assigned 
responsibilities. 

As part of the internal auditor’s operations, he will make recom- 
mendations and consult with agency officials on his findings. The inter- 
nal auditor should not be assigned responsibility for developing new 
organization patterns, methods, systems, or procedures, although he 
may call attention to problem areas with respect to any of these matters. 
Such responsibility would interfere with his objectivity when, in the 
course of his audit work, he is required to review and appraise such 
matters. An important part of the internal auditor’s function is to 
report deficiencies and weaknesses to the agency management so that it 
can decide what action should be taken. The specific procedures fol- 
lowed to carry out such decisions can be developed by specialists in 
systems, procedures, or methods. The reports and other information 
of the internal auditor should be made available to such groups, and 
he should coordinate his activities with them and keep abreast of 
their work. 
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Elements essential for the proper development of an effective inter- 

nal review function within a Government agency include the following: 

1. Understanding and acceptance by agency management of a sound 
concept of internal control of its activities. 

2. Recognition of the proper place of internal auditing or other 
internal review functions as an integral part of the whole system 
of management control. 

3. A strong, effective internal review organization staffed with ade- 
quate numbers of qualified people capable of performing a well- 
conceived audit or review function. 

4. An effective program of internal review work. 

5. Effective use by the management of the results of internal review 
work. 


LOCATION IN THE ORGANIZATION AND 
INDEPENDENCE 








The internal auditor should be responsible to an official at a suffi- 
ciently high level to assure adequate consideration and action on his 
findings and recommendations. He should be in a position which 
fosters a broad viewpoint on interrelationship of organizations and 
functions and provides an opportunity to make independent evalu- 
ations. The audit organization should be constantly aware of its 
responsibility and opportunity to aid the various levels of agency 
management. The position of the internal auditor in the organization 
should be such that he is independent of the officials who are directly 
responsible for the operations he reviews. If he is not independent, he 
cannot be expected to carry out his work in a manner sufficiently 
objective and impartial as to best serve the needs of the top 
management. 


SCOPE OF WORK 





To the extent of its assigned responsibility, the purpose of internal 
auditing is to provide the management with independent, objective, 
and constructive appraisals of the effectiveness and efficiency with 
which financial and operating responsibilities of the organization are 
being performed. 

The nature and scope of work to be performed by the internal 
audit organization should be defined in general terms by the top 
management of the agency so that the duties, responsibilities, func- 
tions, and stature of the internal auditors will be adequately recognized 
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by all components of the agency. The needs of management officials 
for assistance of the kind that internal auditors can provide vary from 
agency to agency because of differences in nature and location of 
activities and operations, organization structure, capabilities of officials 
and employees, and concepts of management control held by the 
responsible top agency officials. For this reason, the scope of work 
which the internal auditors in Federal agencies should perform cannot 
be standardized. This is a matter for determination by each agency 
management. 

Agency management does have a responsibility for utilizing to the 
maximum extent practicable those means which will contribute to the 
most efficient and economical administration of the agency’s affairs. 
Internal auditing or other means of internal review can be of great 
usefulness when their scope of performance is broad in relation to the 
agency’s operations. 

Some of the general types of work and areas of inquiry which can 
be assigned to the internal auditors are described below. 


Reviewing compliance with and appraising 





performance under policies, plans, and 





procedures established by the management 





for carrying out its responsibilities 





A necessary function of management is to establish and prescribe 
policies, plans, and procedures for carrying out agency activities. But 
this does not assure that its wishes will be carried out completely and 
in the manner intended. The internal auditor may provide a very 
useful service to the management by reviewing and reporting on the 
extent and nature of internal agency compliance with its policies, 
plans, and procedures as well as applicable legal and regulatory 
requirements. 

As part of the protective type of service which the internal auditor 
can render, his work may extend to reviewing the operation of the 
whole system of management controls over operations and resources 
to ascertain whether they are functioning properly and effectively. 

As a result of the familiarity acquired as to management policies, 
plans and procedures and the manner in which they are working out, 
the internal auditor may also submit pertinent observations as to 
their adequacy and effectiveness in relation to top management 
objectives. 
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Examination of financial transactions 





The internal auditor should examine financial transactions to the 
extent necessary to acquaint himself with the financial operations of 
the agency and provide a satisfactory basis for evaluating compliance 
with prescribed policies and procedures and applicable laws and 
regulations as they pertain to the agency’s financial operations. 


Testing the reliability and usefulness of 





accounting and other financial and statistical 





data produced in the agency 





The work of the internal auditor should include examination and 
testing of the accounting and other financial records and evaluation 
of the system of the agency in order to establish the reliability of the 
data used by management for internal purposes and for external 
reports, such as those to be used to support budget requests. The 
internal auditor may also examine the basis and related procedures 
for the production of statistical data for management use outside the 
accounting system. The purpose and usefulness of internal reports 
may be kept under continuing study by the internal auditor as one 
means of avoiding the continued production of reports that serve no 
useful purpose, eliminating the distribution of reports to those who 
have no use for them, and assuring that changing activities or cir- 
cumstances of the agency are considered in the internal reporting of 
the agency. 

Some internal audit work programs are developed solely along bal- 
ance sheet audit lines which places primary emphasis on the verifi- 
cation of the accuracy of financial accounts and transactions. A pro- 
gram of such limited scope does not effectively serve all the needs of 
management. Although it may be of some value, this kind of work 
does not contribute as constructively toward strengthening internal 
control as is possible and does not constitute the best use of internal 
audit effort. A better direction of such effort results if the emphasis 
is placed on the review of those procedures and controls applicable 
to the accumulation of the basic financial and accounting data. 


Reviewing the effectiveness with which 





the agency’s resources in the form of 





manpower and property are utilized 





The internal auditor can be of great assistance to agency manage- 
ment in providing it with information which may be used to bring 
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about changes in policies, procedures, or practices and thereby achieve 
more efficient or economical operation. In the internal auditor’s review 
of agency operations, he may be required by the management to be 
on the alert for and report on such matters as unnecessary duplication 
of work by employees or organizational units; performance of work 
which serves no useful purpose in the agency; faulty synchronization 
of flow of work resulting in idle time; overstaffing in relation to 
assigned responsibilities; organizational patterns which result in unnec- 
essary work; extravagant buying habits; procurement of unneeded 
property, materials, or supplies; wasteful use of property. 

Periodic or special examinations into these types of problems may 
of course be provided by the management to be performed by internal 
reviewing organizations other than the internal auditors. However, 
these illustrate the types of problems which might be encountered by 
an internal auditor and, unless provision is made by the management 
for other channels of review and reporting, they might not otherwise 
come to the attention of the management. With such information 
and the mechanism for the continued reporting of such problems, the 
management is in a better position to perform its duty of directing 
agency activities in an effective, efficient, and economical manner. 


Examining the effectiveness of the 





safeguards provided over agency assets 





to prevent or minimize waste or loss 





The internal auditor may also be required to be concerned with 
whether all assets for which the agency is accountable are properly 
accounted for and whether adequate procedures are being followed 
to protect the assets from unnecessary loss, deterioration, or misuse. 
When he is assigned responsibility for these matters, he should always 
be on the alert for fraud and dishonesty and for opportunities and 
practices which could lead to fraud, dishonesty, or loss. Such matters 
should be brought without delay to the attention of the management. 


MANAGEMENT OF THE INTERNAL AUDIT 
FUNCTION 








A manual should be developed outlining the objectives of internal 
audit work in the agency, the general scope of work to be performed, 
and standards of performance. In some situations, the internal audit 
may properly become a continuous appraisal; in others, it may be 
periodic in character. 
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Forward planning of audit work is desirable to identify the areas 
to be covered and to permit systematic scheduling of work and orderly 
use of manpower. However, audit plans should be sufficiently flexible 
to permit special reviews or audits as circumstances require, thereby 
making possible the best service to the management. 

Constant stress needs to be placed on maintenance of high standards 
of performance, adequacy of work, and timeliness of reporting. Work 
performed should at all times meet professional standards of compe- 
tence, reliability, and objectivity. 

To be effective under the changing conditions encountered by many 
agencies, internal auditing should be subjected to continuing reap- 
praisal, especially its area of coverage and its relationship to the policies 
and programs of the agency. Auditing policies and procedures must be 
modified to meet changing requirements. 

There can be no such thing as a “model” internal audit or review 
organization suitable for application to every agency’s needs. Top 
management should devise an internal audit or review system that will 
best suit its particular needs. 


REPORTING OF AUDIT FINDINGS 





An important part of the internal audit process is the reporting of 
findings, observations, conclusions, and recommendations to the 
agency management. The internal auditor should report to the man- 
agement at a level high enough to assure adequate consideration of 
his findings. Top management’s role is of great importance in this 
respect. By inaction or inattention, the management can lose much 
of the constructive benefit of internal audit work. On the other hand, 
its interest in and use of the internal auditors can contribute much 
to the acceptance of such work by all management levels. 

Both the management and the internal auditor should recognize 
that they are appraising situations from the vantage point of hindsight 
and should place primary emphasis on improvement of operations 
rather than on criticism of the past. Except where the possibility of 
fraud may require different treatment, findings should be discussed 
with the responsible operating officials whose activities are being 
reviewed. Their views should be solicited and given recognition so that 
the report can become a vehicle for constructive action in which the 
operators have a part. 

Reporting a finding, observation, or recommendation by an internal 
auditor should not end his concern with the matter. At appropriate 








sub: 
rece 
deci 
wer 
suit 


der 
and 
tica 
inte 
me} 


au 
ne 


op 





INTERNAL AUDITING 45 


subsequent times he should ascertain whether recommendations have 
received management consideration, whether the corrective action 
decided to be taken has in fact been taken, and whether the results 
were satisfactory. In other words, his continuing reviews should include 
suitable follow-up of previous findings and recommendations. 

In large agencies where numerous internal audit reports are ren- 
dered, the practice of preparing periodic summary reports of findings 
and actions thereon, or lack of action, should be considered as a prac- 
ticable device for focusing top level attention on the activities of the 
internal audit organization and the status of its findings and recom- 
mendations. 


PERSONNEL 





Carrying out the type of internal audit described requires a staff 
of competent and experienced auditors. To develop existing audit 
staffs to the desired level of ability, staff training or developmental pro- 
grams should be devised. The degree to which internal auditing can aid 
the management is directly related to the capabilities of the internal 
auditors. 

Since the internal auditor may be required to assume broad respon- 
sibilities and render a wide range of services, he should be well 
informed on such matters as his agency’s purposes, objectives, policies, 
operations, and activities; its budget, fiscal, and accounting procedures 
and those of the Government; legal and regulatory requirements; 
accounting and auditing principles and procedures; and business 
practices generally. 

Within the scope of his assigned responsibility, he should be capable 
of making reviews and evaluations at various operating levels from 
the standpoint of the management. He should be able to consider the 
problem areas in relation to management interests and to make bene- 
ficial and workable suggestions. Academic courses in business manage- 
ment, accounting and auditing can aid the auditor in acquiring some 
capability in these regards, but much of the ability to carry out these 
responsibilities must be acquired by experience. 

The nature of the work also makes it essential that the internal 
auditor be able to work effectively with all classes of employees. He 
needs to be able to communicate effectively both orally and in writing. 

In the course of their examination, internal auditors have excellent 
opportunities for becoming acquainted with agency problems and 
people. The investment of talent and time in internal audit thus can 
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also aid in the development of an additional source of management 
personnel. 


CONTRACT AUDITING 





The auditing of contracts by an agency is a function performed 
for the general purpose of examining compliance by contractors with 
the requirements of contracts under which goods and services are sup- 
plied to the agency. Under cost and variable price contracts, such audits 
include exaininations of requests for cost reimbursements, of cost data 
contained in pricing proposals, and review of activities generating 
those costs to the extent the agency’s interests are affected. The general 
purpose of this type of auditing is to appraise the discharge of con- 
tractors’ financial responsibility to the Government and to provide 
information necessary to sound contract administration. It is an essen- 
tial part of an agency’s system of control to achieve its purposes in an 
efficient and economical manner. 

Functionally, this type of auditing is not internal auditing, although 
the interest of the agency management in the efficiency and economy of 
the operations conducted by the contractor parallels or supplements 
the interest in the operations conducted directly by the agency. The 
audit of contractor costs or performance is an essential aid to the 
administration of contracts. In addition, the audit findings often may 
be of direct usefulness to operating officials in their evaluation of the 
programs for which they are responsible. Even though there is a 
strong relationship between the two audit functions, provision should 
be made for the contract audit work as well as the contract negotiation 
and administration activities of the agency to be reviewed from an 
internal audit standpoint in the same manner as other operations are 
reviewed, on behalf of the management, to ascertain whether they are 
being carried out properly and effectively. 

As a practical matter, an agency management may wish to assign 
both the internal audit and contract audit functions to one group. By 
this means, centralized technical and administrative direction of both 
functions can be provided. It also facilitates the provision of the 
broadest services to the agency by permitting the development of a 
common pool of audit personnel usable on an “across the board” basis. 
When capable auditing talent is in short supply, maximum flexibility 
and economy of operation in utilization of such personnel is particu- 
larly desirable. One way of achieving this is by organizing these audit 
functions under centralized direction. 
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THE INTERNAL AUDIT FUNCTION 
IN SMALL AGENCIES 








The establishment of an internal audit or review organization and 
the manner in which it is used is largely a matter for top management 
decision. In large agencies, particularly where operations are wide- 
spread and decentralized, the use of internal auditors can be very 
beneficial. On the other hand, in small agencies having relatively few 
employees located in one place, the system of management control over 
operations and resources may be so organized that an internal audit 
organization is not necessary and may not be justified. 

In small agencies of large departments, the same may be true. In 
these cases, the larger agencies of the same departments may have 
auditors who can be assigned or loaned to the smaller agencies for 
special audit or review work, if needed or desired, thus obviating the 
need for those agencies to have their own auditors. 


RELATIONSHIP TO OTHER INTERNAL 
REVIEW OR APPRAISAL ACTIVITIES 








Some agencies of the Government have established other organi- 
zations engaged in internal reviews or appraisals whose functions in 
certain respects are similar to those which may be assigned to an 
internal audit organization. In some agencies, inspection and the 
internal audit organizations have been placed under the direction of 
the same official. In other agencies, these activities are completely 
separate, organizationally and functionally. 

The pattern of organization is a matter for top agency management 
to adopt based on its particular needs. As long as the needs of the top 
management are effectively served, appropriate internal reviews are 
carried out, all such internal review activities are properly coordinated, 
and duplication is avoided, the method of organization is not 
important. 


RELATIONSHIP OF INTERNAL AUDITING 
TO GENERAL ACCOUNTING OFFICE 
AUDIT RESPONSIBILITIES 











In the discharge of its statutory audit responsibilities, the General 
Accounting Office is required by law and as a matter of generally 
accepted auditing practice to give due regard to the effectiveness of 
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accounting organizations and systems, internal control and audit, and 
the related administrative practices of an agency and its activities. 
Thus the adequacy of the system of internal control, including 
internal audit or other methods of internal review, is of importance 
to the General Accounting Office in carrying out its responsibilities. 
The Budget and Accounting Procedures Act of 1950 spelled out the 
duty of the General Accounting Office to consider agency internal 
auditing in section 117, as follows: 

“Sec. 117. (a) Except as otherwise specifically provided by law, 


the financial transactions of each executive, legislative, and judicial - 


agency, including but not limited to the accounts of accountable 
officers, shall be audited by the General Accounting Office in accord- 
ance with such principles and procedures and under such rules and 
regulations as may be prescribed by the Comptroller General of the 
United States. In the determination of auditing procedures to be 
followed and the extent of examination of vouchers and other docu- 
ments, the Comptroller General shall give due regard to generally 
accepted principles of auditing, including consideration of the 
effectiveness of accounting organizations and systems, internal audit 
and control, and related administrative practices of the respective 
agencies.” 

Although areas of common interest exist between the General 
Accounting Office and agency internal auditors, final objectives and 
responsibilities differ in important respects. Internal auditing is an 
integral part of an agency’s system of management control. In making 
its audits, the General Accounting Office reviews the entire control 
mechanism within an agency, including the various provisions made 
by the management for internal reviews or audits of agency affairs. 
If its findings warrant, the General Accounting Office will rely on the 
work of the internal auditors. Internal auditing is not in lieu of or 
supplementary to the General Accounting Office audit; it should be 
established primarily as an aid to the management in discharging its 
responsibilities. 

The effectiveness of the internal auditing is recognized in setting 
the scope of the General Accounting Office audit. Where the internal 
audit work is capably carried out, the amount of work to be performed 
by the General Accounting Office can be substantially curtailed. 

The General Accounting Office is interested in the degree of man- 
agement acceptance of reported findings and recommendations of its 
internal auditors and action taken thereon. The extent to which the 
management considers and acts upon recommendations is a factor to 
consider in its audit. 
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The General Accounting Office uses the same techniques of testing 
and analyzing to satisfy itself as to the adequacy of internal audit work 
as are used in the review of any other operating element of the agency. 
This includes a review of the work program, working papers, and 
audit reports in relation to what was audited. The review may cover 
some of the same transactions or procedures that were examined by 
the internal auditors. This is necessary in order to adequately review 
the quality of the internal audit work. However, there is little actual 
duplication of work of the internal auditors. The internal auditor is 
performing his work as part of management’s pattern of operation 
and control. The General Accounting Office review is for the purpose 
of evaluating the agency’s internal auditing to determine what reliance 
can be placed upon it in discharging its auditing and reporting respon- 
sibilities to the Congress. 

The proper discharge of the audit responsibilities of the General 
Accounting Office is the governing factor in the planning and sched- 
uling of its own work. As a matter of principle, the General Account- 
ing Office makes every effort to keep abreast of the planned work 
programs of agency internal auditors and consider them in planning 
its own work. It sometimes becomes necessary to carry on audit work 
at locations where internal auditors are also working. This is not 
intended to cause inconvenience to the operating organization. This 
arrangement is often highly desirable in that it improves working 
relationships, facilitates access to internal audit files, and generally 
makes possible a more efficient audit. 

Free and unrestricted access to internal audit working papers, 
records, and reports is essential in order that the General Accounting 
Office auditors can effectively review and evaluate the internal audit 
work. The ready availability of such information is also necessary in 
order that all significant information pertinent to any matter under 
study in an agency may be considered. Such information is necessary 
to assure to the extent possible that General Accounting Office findings 
and reports will be complete, accurate, and objective and thus of 
maximum usefulness to the Congress and to agency and other Gov- 
ernment officials concerned. 
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Governmental 


Accounting Experience 


_ This is an investigation of the extent to which governmental account- 
ing experience is accepted by state boards of accountancy as fulfilling 
experience requirements for the CPA certificate. There are twenty- 
eight states which are currently accepting governmental experience in 
whole or in part as qualifying for the CPA certificate. The study also 
highlights the need for developing uniform standards of admission to 
the accounting profession., 

The investigation was carried out by a subcommittee of the Gov- 
ernmental Accounting Committee of the Washington, D.C., Institute 
of Certified Public Accountants. Mr. Jones was committee chairman 
and Mr. Wallace was subcommittee chairman of the group which 
prepared this paper. 


MUCH has been written about the work of the Commission on 
Standards of Education and Experience for Certified Public 
Accountants, both before and after the publication of their book 
Standards of Education and Experience for CPAs. Many of the 
writers have concerned themselves with the commission’s recom- 
mendations in connection with (a) the experience requirement 
and (b) the meaning of the CPA certificate. In fact, the statements 
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of dissent by certain members of the commission were almost 
without exception aimed at these two recommendations. 

In view of the widespread professional interest in the contro- 
versial experience requirement subject, our committee conducted 
a study to determine, among other things, the extent to which 
governmental accounting experience is accepted by the various 
states as fulfilling their experience requirements for the CPA cer- 
tificate and to what extent the states have been exercising their 
right to accept such experience. 

As part of this study a questionnaire was mailed to the secretaries 
of the Boards of Accountancy for the forty-eight states, the Dis- 
trict of Columbia, Alaska, Hawaii, Puerto Rico, and the Virgin 
Islands requesting certain information with respect to their laws 
and regulations regarding governmental accounting experience. 

In addition to data related to the experience requirement, we 
also sought information on how government accounting experience 
could be more readily evaluated by the state boards and their prob- 
lems in accepting this type of experience as qualifying for the 
CPA certificate. 

Replies were received from forty-four of the fifty-three juris- 
dictions to which questionnaires were mailed, and the statistics 
used in the ensuing sections of this article will be based upon the 
answers submitted by these forty-four jurisdictions. 

Question No. | on our questionnaire was: 

Does your state recognize federal, state, or local governmental account- 
ing experience as fulfilling either partially or fully the experience 
requirement to: 
(a) Sit for the CPA examination? 
(b) Receive the CPA certificate to practice public 
accounting? 


The replies to (a) were as follows: 
With specified Without specified 


education education 
Yes 14 17 
No 10 10 
Experience not required 20 17 


44 44 
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Several reporting states specified that if candidates meet pre- 
scribed educational requirements no experience is required to sit 
for the examination; for candidates not meeting the education 
standards, governmental accounting experience is accepted. 

Replies to (b) of question No. | were as follows: 

With specified Without specified 


education education 
Yes 25 28 
No 14 13 
Experience not required 5 3 
44 44 


The same explanation with respect to several states’ educational 
requirements as mentioned under (a) above applies to the (b) por- 
tion of this question. The apparent discrepancy with respect to the 
“No” answers to part (b) is due to the fact that one state which 
requires three years’ experience, of which one year must be in 
public accounting, allows specified education to be substituted for 
two years of experience, but requires one year of public accounting 
experience of all candidates. Therefore, governmental accounting 
experience is neither required nor accepted for those candidates 
meeting the prescribed educational requirements, but it is par- 
tially recognized with respect to those candidates not meeting the 
educational requirements. 

The second question was applicable only to those states answer- 
ing “yes” to either part of question No. 1. Since all states answer- 
ing “‘yes” to part (b) of the first question either answered “‘yes” or 
“not required” to part (a),.further analysis will be confined to the 
“yes” answers to part (b). In analyzing the “yes” answers to part (b) 
we will use as our base the twenty-eight states which require experi- 
ence where certain educational standards are not met by the 
candidate. 

Question No. 2 was: 

If your answer to either part of question number one is yes, is this 
recognition restricted to any particular governmental agency or 
agencies? If so, please list the approved agencies. 

The answers were as follows: 
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Yes (restricted to certain government 


agencies) 9 
No (not restricted) 19 
28 


The only agency of the federal government specified by all nine 
states answering “yes” was the Internal Revenue Service. In addi- 
tion, six of these states specified various state governmental units, 
the majority of which were state audit or income tax agencies. 
Of the nineteen states answering “no,” several indicated that as a 
practical matter the only federal governmental experience they 
have recognized to date has been acquired with the following 
agencies: 

Internal Revenue Service 

Securities and Exchange Commission 

Army Audit Agency 

General Accounting Office 

The next four questions were aimed at discovering why some 
states restricted their recognition of governmental experience to 
certain agencies; whether recognition was conditional upon any 
additional requirements, such as attainment of a specific grade or 
salary level; and what criteria were employed in evaluating gov- 
ernmental experience by those states not specifying any particular 
agencies. 

The answers to these questions were so varied that it is not 
practicable to attempt to present them in tabulated form. Most 
states specify a minimum grade or salary level, which, in the case 
of federal governmental employees, is usually limited to experience 
at grade GS 7 or higher. In addition, most state Boards of Account- 
ancy provide that the experience must be in responsible auditing 
positions requiring technical competence and providing varied 
experience. Very few of the states were able to explain why recog- 
nition was restricted to certain governmental agencies. Some indi- 
cated that experience as an internal revenue agent was somewhat 
comparable to experience in public accounting. Other states indi- 
cated that the specification of certain governmental agencies in 
their state accountancy statute or regulations was due to the influ- 
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ence of officials of these agencies in the state legislature. 
Question No. 7 was: 

(a) Have you exercised your right to accept governmental accounting 

experience as qualifying experience to receive the CPA certificate 

to practice? (b) If so, please indicate the approximate number of 

certificates so issued in the past five years. 


The twenty-eight states answering “yes” to part (b) of question 
No. | are also used as the basis for question No. 7. The replies to 
(a) were as follows: 


Yes 23 
No 1 
Question not answered 4 

= 


In reviewing the answers to part (a) of this question, it should 
be understood that a “yes” answer does not necessarily mean that 
acceptance was based solely on governmental accounting experi- 
ence since many states accept a combination of public, private, and 
governmental accounting experience as qualifying to receive the 
CPA certificate. The answers do, however, indicate the number 
of states that have exercised their right to accept governmental 
experience as fulfilling, either partially or fully, their experience 
requirement to receive the CPA certificate. 

Of the twenty-three states answering “yes” to part (a) of question 
No. 7, some gave the number of certificates so issued, others 
neglected to provide this information, and still others indicated 
that they were unable to tell from their records how many certi- 
ficates were so issued. The.answers to the (b) part of this question 
can be presented as follows: 


No. of No. of 
states certificates 
Provided number of certificates 18 241 
Provided no information 2 - 
Indicated inability to provide 
number 3 = 
23 241 
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The last question to which we received any answers of general 
interest was: 


What action could be taken by federal, state, and local governmental 
agencies to enable you to more easily and accurately evaluate govern- 
mental accounting experience? 


We had anticipated that this question would elicit a considerable 
number of suggestions and comments, but the majority of states 
either indicated that the question was not applicable, that no 
action was necessary, or suggested that the governmental agencies 
publish standard job specifications. One state commented favor- 
ably on a pamphlet issued by the Army Audit Agency entitled 
Memorandum on the General Nature, Scope, and Administrative 
Control of Audits Performed by the U.S. Army Audit Agency. 
Another state was favorably impressed by the pamphlet recently 
published by the General Accounting Office entitled Accounting 
and Auditing Developments in the United States General Account- 
ing Office. Otherwise, the states had no particular suggestions as to 
how the governmental agencies could assist them in more effec- 
tively evaluating governmental experience. 

For the convenience of those interested in the information sub- 
mitted by individual states, we will repeat questions 1, 2, and 7 
of our questionnaire and present in tabular form the answers 
received. 

Having presented the results of our questionnaire, we will now 
examine some of the reasons for the differences of opinion among 
members of the profession with respect to the experience require- 
ment and the meaning of the CPA certificate. 

It might be well to review briefly at this point the long-range 
and transitional goals recommended by the Commission on Stand- 
ards of Education and Experience for Certified Public Account- 
ants in connection with the experience requirement. As a long- 
range goal the commission believes that the professional programs 
in the formal educational process described in their recommenda- 
tions will result in the profession’s being able to dispense with the 
experience requirement, substituting therefor an internship pro- 
gram under which students enrolled in the professional program 
would spend approximately three months in the office of a mem- 
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Table 1. Replies to questions 1, 2, and 7 by states. 

Question No. 1: Does your state recognize federal, state, or local gov- 
ernmental accounting experience as fulfilling either partially or fully 
the experience requirement to: 

(a) Sit for the CPA examination? 

(b) Receive the CPA certificate to practice 

public accounting? 

Question No. 2: If your answer to either part of question number | 
is yes, is this recognition restricted to any particular governmental 
agency or agencies? If so, please list the approved agencies. 

Question No. 7: (a) Have you exercised your right to accept gov- 
ernmental accounting experience as qualifying experience to receive 
the CPA certificate to practice? (b) If so, please indicate the approxi- 
mate number of certificates so issued in the past five years. 








Questions 1 2 7 
State (a) (b) (a) (b) 
SN tite ia. oss vesabie No No N.A.f N.A. N.A. 
I eas isk he eens N.R.* Yes No Yes 1 
POI Se os ons ows oom a Yes Yes No Yes 5 
(Calfornia.............% N.R. Yes No Yes ? 
ss es ah tl N.R. Yes No Yes 7f 
Delaware... ....0..455., No No N.A. N.A. N.A. 
District of Columbia... .. No No N.A. N.A. N.A. 
ee rerararae N.R. Yes Yes Yes 10 
RR Seas N.R. Yes No Yes 12-15 
UNE hal ok ES N.R. Yes No Yes 1 
ET ane eee N.R. Yes No Yes ? 
eee ee N.R. N.R.§ N.A. N.A. N.A. 
ia i Yes Yes No Yes 15 
| aE ARS Yes Yes Yes Yes 13 
ER ESE a No No N.A. N.A. N.A. 
ES xk eadw nse eas Yes Yes Yes Yes 30 
Bowmiana.............. Yes Yes No Yes 5-10 
BR Engen aan aR ae N.R No N.A. N.A. N.A. 
MES Gas Sees ws Sus No No N.A. N.A. N.A. 


*N.R.—Not required. 

+N.A.—Not applicable. 

fSince January 1, 1956. 

§Applicants need no experience as a prerequisite to either examination or the 
certificate. The holder of a CPA certificate, however, is not entitled to practice public 
accounting in his own name until he has been registered as a public accountant. 
Registration is granted only to holders of certificates who have had at least three 
years of experience under public accountants, but prescribed education can be sub- 
stituted for up to two years of such experience. 
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Questions 1 2 7 
State (a) (b) (a) (b) 
Massachusetts.......... N.R. Yes No ? ? 
I i. 6.9 0 sinew dik Yes Yes Yes Yes 30 
Mississippi 
With prescribed educa- 
NS hha Nica ye id ome N.R. N.R. N.A N.A. N.A. 
Without prescribed edu- 

ees wehed des Yes Yes Yes ? ? 
Aa tid ache hala aa No No N.A N.A. N.A. 
NS ee N.R. N.R. N.A N.A. N.A. 
IS 5 6s waecns sam oe N.R. N.R. N.A N.A. N.A. 
i kinda nuda 6 aid ind N.R. Yes No No N.A. 
New Hampshire........ NR. Yes No ? ? 
New Jerscy............. Yes Yes Yes Yes 50 
New Mexico 

With prescribed educa- 
RE kk barns cakes N.R. No N.A. N.A. N.A. 
Without prescribed edu- 

WIE SS Skies cies ic yc Yes Yes No ? ? 
er No No N.A. N.A. N.A. 
North Carolina......... Yes Yes Yes Yes 19 
North Dakota 

With prescribed educa- 
aide ite ane wy N.R. N.R. N.A. N.A. N.A. 
Without prescribed edu- 

Serer Yes Yes No Yes ? 
ys a eda ig ad Yes Yes No Yes 6 
Ib a:a's Sind weaned Yes Yes Yes Yes 14 
Pennsylvania........... No No N.A N.A N.A. 
Rhode Island........... No No N.A N.A N.A. 
South Carolina......... N.R. No N.A N.A N.A. 
South Dakota........ No No N.A N.A N.A. 
Se N.R. Yes No Yes ? 
Re aa '5y k's ae Ce Sia Yes Yes No Yes ? 
a Yes Yes No Yes 1 
Ee rae Yes Yes No Yes 20 
re N.R. No N.A. N.A. N.A. 
6 5 sn sh hie Yes Yes Yes Yes 2 





Source: The information contained in the above table is based upon the state 
laws and regulations in effect at the time of our survey. The replies to our ques- 
tionnaire were received for the most part during the month of March 1957. 

Additional information with respect to any state’s requirements is available in 
the Commerce Clearing House Service Accountancy Law Reports. 
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ber of the profession, acquiring practical experience. As a tran- 
sitional goal, the commission recommends a minimum of two 
years’ practical experience in public accounting under the guid- 
ance of a CPA. The commission further recommends that this 
experience be required only to receive the CPA certificate and not 
as a prerequisite to sit for the CPA examination. 

The commission’s long-range goal of substituting additional 
education and an internship program for the experience require- 
ment is objected to by the dissenting members of the commission 
and by most of those nonmembers who have written articles 
expressing disagreement with the commission’s recommendations. 

Very closely related to the question of experience, of course, is 
the question of what is meant by the CPA certificate. The commis- 
sion believes that the certificate should “eventually come to be 
interpreted uniformly as a mark of competence, obtained through 
the formal educational process, to enter the profession of public 
accountancy as a CPA.” Those who dissent from the commission’s 
viewpoint on the experience requirement of course also disagree 
with the commission’s interpretation of the CPA certificate. The 
position of the dissenters is aptly expressed by Mr. J. Cyril McGar- 
rigle in the first sentence of his statement of dissent when he says, 
“I do not agree that the accepted concept that a CPA is equipped 
to practice as a principal should be changed to one designating 
a CPA as qualified to enter the profession.’ 

The commission’s transitional two-year experience require- 
ment has also been the subject of disagreement. Mr. Arthur M. 
Cannon, in an article, stated: 

Finally, the two year experience requirement will surely create a need 
for supervision and accreditation. The description of required experi- 
ence purely in terms of location and time seems to me deplorable. Two 
years spent in a public accounting office does not necessarily have any 
educational value; neither do two years or four years on a campus; 
rather, it is the content of the experience that counts. The Commis- 
sion, which was so ready to recommend a system of accrediting uni- 
versities, should be equally ready to recommend a system of accrediting 
public accounting firms. 


*Bureau of Business Research, University of Michigan, Standards of Education 
and Experience for Certified Public Accountants (Ann Arbor, 1956), p. 142. 
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Nor should the admissible experience be limited to public account- 
ing. The goal toward which we are striving is professional status for 
accountants as such, not for accountants engaged in some one narrow 
field, any more than we would hold that a man is not a lawyer if he 
is employed by a corporation and not a doctor if he works for a hospital. - 
A CPA working for a national accounting firm is an employee, just as 
if he were working for the government or a university or for a listed 
corporation. The measure of professional capacity is not the type of 
employer. Certainly much of the work of the General Accounting Office 
of the Federal government, for example, should be recognized as 
appropriate professional preparation.” 


The experience recommended by the commission as desirable 
for CPA’s for the transitional period is “a minimum of two years 
of practical experience in public accountancy under the guidance 
of a CPA”; however, the commission had noted that only about 
one-third of the states presently limit qualifying experience to 
public accounting experience. 

The American Institute of CPA’s in its “Form of Regulatory 
Accountancy Bill” approved by the Committee on State Legisla- 
tion in August 1956 recommends that during the first six years 
following the adoption of their act states require four years’ public 
accounting experience satisfactory to the Board of Accountancy. 
After the expiration of a six-year period the requirement should 
be two years of public accounting experience for those candidates 
possessing a bachelor’s degree in accounting, or its equivalent, or 
one year of such experience for candidates possessing a master’s 
degree in accounting or business administration. 

Evidently both the commission and the American Institute 
have adopted the position that only public accounting experience 
should qualify a candidate to receive the CPA certificate during 
the transitional period. At the end of this period the commission 
believes the experience requirement should be virtually elimi- 
nated, but the American Institute apparently believes that public 
accounting experience should become a permanent requirement 
to receive the CPA certificate. No doubt there are many indi- 
vidual members of the American Institute who agree with the 


*Arthur M. Cannon, “Education and the CPA Standards Report,” Journal of 
Accountancy (January 1957), p. 33. 
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commission, and obviously most of the dissenting members of the 
commission share the official viewpoint of the American Institute. 

It seems to this committee that the differences of opinion with 
respect to the experience requirement represent at least three 
basically different concepts of what the CPA certificate should 
stand for and what should be the make-up and function of the 
American Institute of Certified Public Accountants. These three 
concepts can perhaps be classified, for purposes of discussion, into 
the following groups: 

A. Those who do not favor any experience requirement to 

receive the CPA certificate. 

B. Those who favor an experience requirement and believe 

that it should be restricted to public accounting. 

C. Those who favor an experience requirement but do not 

believe that it should be restricted to public accounting. 

We shall attempt to set forth briefly some of the reasons for the 
different viewpoints of these three groups, particularly as they 
relate to the information received by this committee from the state 
Boards of Accountancy in answer to our questionnaire. 

Those individuals in group A, who do not favor an experience 
requirement, evidently believe that the CPA certificate should 
be regarded as a mark of competence obtained through the formal 
educational process to enter the profession of public accountancy 
as a CPA. This group points out that experience is very difficult 
to measure qualitatively; that one, two, or three years spent doing 
write-ups, cash work, or other clerical jobs does not qualify an 
accountant to assume the duties of a principal. They state further 
that, among the larger accounting firms who employ the majority 
of staff men, an accountant is very rarely made a principal until he 
has had at least ten years of experience. This indicates that 
accountants themselves do not attach much significance to one or 
two years of experience, and the best that can be said for such 
experience is that it provides the new accountant with some famili- 
arity with bookkeeping procedures and office methods, which, 
they say, can as well be provided by an internship program in con- 
junction with the formal educational process. 

Those individuals in group B, who favor an experience require- 
ment restricted to public accounting, evidently feel that member- 
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ship in the American Institute of CPA’s should be restricted to 
accountants who are or were in public practice. This group 
believes that the program to educate the public to accept the 
CPA certificate as evidence of the holder’s qualifications to prac- 
tice public accounting as a principal should be continued. 

Group B individuals believe that, in granting certificates to 
unexperienced applicants or to applicants whose only experience 
is in industry or government, the profession would be foisting 
incompetent practitioners on an unsuspecting public. They con- 
sider experience acquired in industry or government as too nar- 
row and specialized adequately to prepare an accountant to engage 
in public practice. 

The views of those individuals comprising group C seem to be 
somewhere between those held by groups A and B. Since they 
would not restrict the required experience to public accounting, 
evidently they either do not believe that the CPA certificate should 
be issued only to those in public practice or they do not believe 
that public accounting experience is the only type which will 
qualify a CPA to practice as a principal. 

Group C would argue that businesses are becoming larger and 
more complex every day, thus creating an ever-growing need for 
more specialization. As a result of this trend, CPA’s must also 
combine into larger firms in order to permit the specialization 
necessary to cope with the problems of larger clients. Many of 
the larger CPA firms now have special divisions or departments 
for management services, taxes, SEC matters, and auditing. 

Many CPA’s specializing in taxation are both lawyers and 
CPA’s; some of them have gone directly from responsible posi- 
tions with the Internal Revenue Service into the tax departments 
of national accounting firms without ever having done any tra- 
ditional auditing work. Similarly, many CPA’s specializing in 
management services hold degrees in both engineering and 
accounting; many such individuals have been recruited by CPA 
firms directly from manufacturers of business machines or from 
college campuses and placed in specialized management services 
work far removed from the traditional area of auditing. 

Therefore, group C would argue that the scope of services off- 
ered by the CPA’s of today is so wide as to make it impractical to 
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restrict the required experience to any one type of work or to any 
one type of employer. Rather, the criteria to be employed in evalu- 
ating an applicant’s experience should be the level at which the 
experience was obtained and the technical competence and edu- 
cation necessary to the proper performance of the related duties. 

No doubt the reader can think of many more reasons for the 
differing viewpoints held by individuals in the three groups 
mentioned. We have endeavored to keep our comments brief and 
to touch only upon those arguments most frequently advanced by 
exponents of each school of thought. 

In undertaking this investigation, our committee was primarily 
motivated by a desire to shed some light on one facet of the prob- 
lem of achieving uniform standards of admission to the profession 
—one of the most important problems facing the profession today. 
The question of what should constitute uniform standards of 
admission will certainly be debated for a long time before any 
consensus of opinion is reached. In the meantime, we believe it 
behooves the profession to explore the problem exhaustively so 
that the final decision will be based upon full and complete knowl- 
edge of the factors involved. 

A review of some of the problems confronting the profession 
with respect to the experience requirement and the meaning of the 
CPA certificate leads to certain preliminary conclusions regarding 
the acceptance of the governmental accounting experience of CPA 
candidates. 

(1) Since twenty-eight states are presently accepting govern- 
mental experience either in whole or in part as qualifying experi- 
ence to receive the CPA certificate for public practice, it would 
appear advisable for the other states to review their experience 
requirements, giving special consideration to this factor. 

(2) Of the states that do accept federal governmental account- 
ing experience, such experience has been restricted in many 
instances to only one or two agencies (Internal Revenue Service, 
General Accounting Office, etc.). Apparently one of the primary 
reasons for this is that the state boards do not understand or have 
practically no way of adequately evaluating the experience pro- 
vided by the many governmental agencies and departments. Thus, 
some machinery or framework is needed to provide a means for 
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appraising such experience. The problem posed would seem to be 
outside the purview of the individual state Boards of Accountancy. 
A possible answer might be the appointment of one central com- 
mittee, probably working through the American Institute, for the 
sole purpose of evaluating and rating the experience provided by 
the various governmental units. 

(3) The rather recent activation of the Federal Government 
Accountants Association relative to servicing the professional inter- 
ests of accountants in the employ of the federal government would 
also appear to present an important matter for consideration by 
practicing CPA’s. There are now a large number of certified pub- 
lic accountants in governmental employment, and the trend is 
strongly upward. The fact that these and other government 
accountants have found it necessary or advisable to establish yet 
another professional accounting association would seem to indi- 
cate that the professional needs of this group are not being ade- 
quately served by the American Institute or the state CPA societies. 
This raises the further question whether or not it is desirable to 
revise the programs of the organizations representing practicing 
independent accountants to serve more properly the governmental 
group. It seems clear that if no positive action is taken in this 
regard, the parallel growth of the associations serving practicing 
and governmental accountants may not be to the best interests of 
the profession as a whole. 

Although the foregoing has only touched upon certain aspects 
of the problems related to the governmental accounting, it is hoped 
that the questions raised will serve further to direct the profes- 
sion’s attention to these important problems. Practicing inde- 
pendent accountants have a very real direct and indirect interest 
in the welfare and activities of their professional counterparts in 
government service. The development of a constructive program 
for solving some of the present problems will contribute materially 
to the advancement of accounting both in government and in 
industry. 








Paul R. McClenon 


Conversion of Payroll Processes at 
the National Bureau of Standards 


from Manual to Punched Cards 


Ir here is danger in assuming that electronic data processing equip- 
ment is the answer to all accounting recording problems and that 
nothing should be done until these machines are perfected for all sizes 
and types of operations. This article again reminds us that there are 
some jobs which can be performed at a saving if electric accounting 
machines (punched card machines) are used. | 

Mr. McClenon is chief of the Accounting Division, National Bureau 
of Standards. 


ALMOST all issues of current accounting magazines contain at 
least one article on the application of modern electronic equip- 
ment to data processing problems. This is not such an article. It is 
a somewhat less glamorous story, a description of the practical 
steps taken in conversion of a routine operation from manual to 
punched card methods. This case study is presented in the belief 
that there are other installations where there is little likelihood 
of electronic applications but where manual methods are still 
employed. 

The subject of this study is the payroll process at the National 
Bureau of Standards. The entire process of planning and conver- 
sion extended over a period of about eight months. It is not neces- 
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sary in an article of this sort to describe the National Bureau of 
Standards, but some background information will be helpful. The 
Bureau can be considered, in the present federal government, a 
small agency. The total staff is about 2,800 employees. Most of the 
staff is at one location in Washington. About 400 employees are 
at one location in Boulder, Colorado. The Bureau also has about 
100 employees at various other locations, including about 25 over- 
seas employees. The accounting and payroll function for the 
entire Bureau is conducted at Washington. 

Before conversion the Bureau’s payroll operation followed the 
simplified system described in General Accounting Office General 
Regulations No. 102. The changes from normal pay were usually 
between 25 and 30 per cent of the entire roll. Overtime was paid 
currently and contributed materially to the high rate of changes. 
The payroll work was very well performed under manual methods. 
There had been no audit inquiries or exceptions on payroll for 
several years prior to the conversion. The payroll staff at the begin- 
ning of this planning was nine employees, including the section 
chief (slightly less than one for each 300 employees.) 

Since 1950 the National Bureau of Standards has operated a cost 
accounting system. Obligations and accrued costs are identified to 
projects, of which there are usually about 1,000 active at a given 
time. Indirect (overhead) costs are allocated to technical projects 
on the basis of the cost of personal services. The accounting system 
contained several refinements which were not common in the fed- 
eral government at the time of installation. Depreciation of capital 
equipment, for example, is one element of cost, as is the provision 
for estimated usage of leave. 

The Bureau had been, since the installation of the cost system, 
using punched card techniques for its project cost records. For this 
purpose the Bureau leases equipment from the International Busi- 
ness Machine Corporation. The installation has included three 
key-punches, one verifier, one interpreter, one collator, two sorters, 
one reproducing summary punch, one calculator (model 604), and 
one accounting machine (model 402). This equipment group has 
been used primarily for accounting, but has also performed a num- 
ber of other services. The model 604 calculator is used by the 
Bureau’s Applied Mathematics Division. 
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With the manual payroll operation, the Bureau performed a 
significant amount of punched card work for personal services 
accounting. For each employee there was submitted each pay 
period a time and cost distribution report. This report contained 
essentially the information required by Standard Form No. 1130, 
Time and Attendance Report, and in addition it supplied infor- 
mation on the distribution of time to Bureau projects. The report 
was made on a four-part “‘snap-out” form. Distribution was made 
as follows: original and first copy to the Accounting Division, third 
copy retained by the timekeeper, and fourth copy to the employee. 
The original was used by the Payroll Section; no use was made of 
the project distribution information on this copy. The first carbon 
copy was used to prepare punched cards on the distribution of 
hours to projects. After the gross pay for each employee had been 
determined, it was used to establish costs for these project hours. 

Because the punched card equipment was being used for per- 
sonal services accounting, and particularly because the cost reports 
could not be issued until after gross pay had been manually com- 
puted, the Bureau management considered the desirability of 
converting to the machine computation of gross pay. Representa- 
tives of the equipment firm worked with the Bureau staff early in 
1952 to develop a detailed proposal for a completely mechanized 
payroll operation. This proposal was approved by the Bureau, but 
since it was generally understood at the time that there were plans 
for significant changes in Treasury Department policies and pro- 
cedures in connection with payrolls it was never installed. Also the 
Bureau’s manual operation was considered to be so much better 
than the government average that this did not seem an appropri- 
ate place to introduce a new technique. 

During the spring of 1955 the Bureau management reviewed 
the desirability of retaining its leased machine unit for accounting. 
One of the important factors in this review was the future service 
to be rendered the expanding installation in Boulder, Colorado. 
With the decision to continue serving that group from Washing- 
ton and to retain the existing machine installation, the question 
of payroll mechanization was raised again. 

In the summer of 1955 the Bureau’s Accounting Division was 
authorized by the director and by the Departmental Office of 
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Budget and Management to prepare plans for conversion to a 
mechanized payroll operation, commencing with the first payment 
in 1956. This authorization did not, of course, imply automatic 
approval of the plans which might be developed. Although the 
Accounting Division did not have any special staff to do this 
planning, six months seemed to be plenty of time. The planning 
work was done primarily by the chief of the Payroll Section and 
the tabulation project planner who served as chief of the machine 
installation; these two were assisted by an IBM systems service 
representative. 

The preliminary planning operation was in essentially three 
phases: (1) Study the existing procedures in order to identify nec- 
essary controls and reports. This was primarily an interview opera- 
tion within our working team; the two punched-card experts 
obtained an understanding of the existing payroll operation. (2) 
Review mechanized payroll techniques. This phase included a 
very careful review of the old mechanization proposal designed for 
this Bureau and visits to other agencies known to have mechanized 
techniques. (These visits were all useful, and they showed the great 
variety of solutions which could be considered.) The payroll and 
machine unit staffs of other agencies were very helpful in this 
process. (3) Set forth an objective. This meant that a number of 
basic policy determinations had to be anticipated. Among the 
more significant decisions reached by the planning group in the 
early stages were the following: 

(1) Existing payroll staff must be assured that the planning 
would not result in personal hardship to any of them. This point 
was vital in several respects. If satisfactory plans were not com- 
pleted in time, the actual payroll work would continue unchanged. 
If a specific transition were planned, it would be essential that the 
manual stages work smoothly; personnel changes immediately 
prior to the transition were therefore to be avoided. And co-opera- 
tion from the existing staff could hardly be expected if success in 
the project was likely to lead to loss of employment. The entire 
staff was given a complete explanation of the situation and the 
nature of the plans for their utilization. 

(2) The timekeeping system should not be changed in connec- 
tion with mechanization. Earlier proposals had dealt with various 
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punched card methods of attendance and cost distribution report- 
ing. The ultimate desirability of some change was recognized, but 
in the early planning it was agreed that the transition to mechan- 
ized pay computation would be a major undertaking and that it 
would be made more difficult if it were related to changes in time 
reporting techniques. (This decison was subsequently reversed, as 
will be described below.) 

(3) The control techniques of General Regulation No. 102 need 
not be followed. The General Accounting Office staff was very 
helpful in discussing general problems and objectives. We were 
encouraged to design a system which would be adequate from all 
reasonable points of view, but not feel hampered by any specific 
procedural instructions. Thus it was decided to devise a “compre- 
hensive” payroll, with control techniques designed for the specific 
installation. 

(4) The machine methods need not provide for every possible 
problem. It was agreed that a small volume of unusual cases could 
be cared for effectively by hand. The machine system needed only 
to be able to accept, at certain stages, information prepared man- 
ually. Without this decision, our procedures would have been 
needlessly cumbersome. 

(5) Employee numbers were to be used as a reference and con- 
trol tool. Various questions about employee numbers seem, in 
retrospect, to have taken more planning time than was warranted, 
and some of the greatest confusion in the entire transition was 
related to number assignments. 

(6) Machine calculation techniques were to be developed for use 
on the model 604 calculator, adequate for our payroll. This was 
not a difficult task, but it did involve the decision to compute 
federal income tax withholdings rather than to make the deduc- 
tions shown in the salary tables provided by the comptroller 
general. 

(7) A procedure was to be designed in which the comprehensive 
roll would be produced from one card per employee. This was 
something of a surprise. It was easy to argue that there should be 
more than one card in order to provide greater flexibility for 
future changes. The basic plan developed here can be readily 
converted to dual card use when that step becomes necessary, 
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but the present problems seemed to be solved adequately with 
only one. 

These basic decisions were reviewed informally within the 
Bureau, with the departmental staff, and with the General Account- 
ing Office staff. When it appeared that no insurmountable prob- 
lems were present, we proceeded to the more detailed planning. 

Card forms were designed. A number of forms had been 
obtained in the “visitation” programs of the early planning stage. 
Printed cards were not necessary for the first testing, but we did 
obtain photocopies (in actual card size) of a number of proposed 
forms. Unusual cases were considered in testing the calculation 
techniques. Our staff had a number of discussions with representa- 
tives of the Treasury Department, Division of Disbursement, in 
order to assure a satisfactory and economical procedure for the 
issuance of checks. Preliminary tests of our proposed procedure 
demonstrated that the use of the employee number reported by 
timekeepers would lead to difficulty, because timekeepers fre- 
quently made mistakes on this point. A device must be developed 
to assure accuracy in these numbers. Further consideration of this 
problem led to the determination that a prepunched (machine 
prepared) timecard would be one of the best solutions. 

A time and cost distribution report form to be printed on 
punched card stock was designed. This proposal was circulated 
throughout the Bureau for general comments. After careful con- 
sideration and a considerable lapse of time, a card form was 
accepted. A small quantity of this form was immediately ordered, 
in order to provide for practical tests of it both as a timekeeping 
record and as a source document for key punching. 

The revision in the time report form led to another large task. 
This was the development of complete instructions for use by the 
approximately 200 part-time timekeepers and the scheduling of 
training sessions on the new procedures. Because of the desire to 
make the timekeeping procedure change prior to the payroll com- 
putation change, there was very little available time after the 
delivery of the timecards. A limited number of actual tests of the 
new form were conducted, and no real problems developed. 

Actual tests of the new timekeeping system disclosed a new 
problem. Internal cost reports had previously shown the names of 
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employees, using seventeen spaces and showing last name first. 
The new system showed names in the style to be used for check 
preparation, with twenty-two spaces. The additional spaces for 
names was necessary for the cost reports, even though mechaniza- 
tion had not been expected to change the cost operations at all. 
The replanning involved a number of changes in wiring and in 
the arrangement of the finished reports. (Editing the names for 
this purpose was typical of the many relatively simple, but essen- 
tial tasks performed by the small planning group.) 

Designing the various paper forms connected with the payroll 
operation was not a difficult task, but it took time because the small 
working group involved also had their regular duties to perform. 

The first payment of calendar year 1956 at the Bureau was for 
the period which started December 18, 1955. Our plans were not 
completely detailed until November. The production of a clear 
description of the proposal was, of course, a necessity if the requi- 
site approvals were to be obtained. This task was completed late 
in November, and a request for approval was forwarded to the 
Department and thence to the comptroller general early in 
December. 

Specific plans for staffing the payroll function after conversion 
had not been completed by the end of November. Each member 
of the payroll section was asked to express a preference for one 
of the various possible alternatives: (a) membership in the “new” 
payroll section which would assume additional duties with respect 
to personal services cost accounting; (b) transfer to a “traditional” 
payroll position at some other agency; (c) transfer to some other 
position in the Bureau. Arrangements were made for three transfers 
in January, which left a total of not more than six for the new pay- 
roll and personal services accounting section. This seemed to be a 
reasonable staff at least to get the new operation well organized. 

By the beginning of the actual conversion, the time schedule 
was tight. Additional conferences were held with the General 
Accounting Office staff, and we obtained informal clearance to 
proceed, with the understanding that a detailed submission and 
formal approval would follow later. Conversion to the new 
employee numbers was made in November. This phase was not too 
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smooth, but no serious difficulty was experienced. The card forms 
for time reporting were used beginning on December 4, 1955; the 
special classes and instructions on this point proved to have been 
quite successful, and there was a minimum of confusion. 

The only essential forms were the timecards and the “check 
issue” cards which were also to be used as explanations of earnings 
and deductions. These two forms were available, and it was 
decided to proceed with the conversion as planned. Thus the time 
reports for the period from December 18 through December 31 
were to be used in the mechanized system. 

A master personal status deck had been informally prepared in 
November, and it was supposedly kept current after its creation. 
This record was used in the many tests during November and 
December, but it had not really been adequately proved or kept 
under control. In anticipation of the conversion, this group of 
cards was carefully checked against the existing payroll records. 
Then an arbitrary “normal” roll was prepared by machine, on the 
basis of 80 hours for each employee, with no shift differential or 
other special items. This special roll was reconciled to the “normal 
pay” on the G.R. 102 control registers. (Regularly scheduled part- 
time employees provided one of the major reconciling items; cleri- 
cal errors in the new master deck were also disclosed.) By the time 
this special “80 hour normal” roll was audited, the timecards for 
the first pay period were received. 

The processing of the first payroll was a real test. The holiday on 
January 2 reduced the available processing time below normal. 
And the holiday of December 26 provided an unusually high 
incidence of variations from normal pay. The checks were pre- 
pared on time and with little confusion. About six errors were 
discovered (and later corrected) in the first group of payments. 
Subsequent pay periods have been handled satisfactorily. 

After the distribution of the first pay checks, the Bureau’s 
Internal Audit Section was asked to review the transition process, 
the adequacy of the controls in the new system, and the actual pay- 
ments made for the first period. The auditors had not participated 
in any of the planning and were therefore able to examine the 
situation objectively. The audit report has resulted in a number 
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of improvements in procedural controls and has provided some 
comforting assurance that the new system was generally well 
designed. 

The mechanized system has now been in service long enough 
for some conclusions to be drawn about it. First, it can be stated 
that the National Bureau of Standards has a punched card payroll 
system which has adequate control techniques, which has resulted 
in significant savings in processing cost, and which has been well 
accepted by the Bureau’s technical staff. The transition to the new 
system was relatively smooth. 

The new system brought us new problems. One of these, and 
one which we did not anticipate, relates to training of the payroll 
staff. Under the G.R. 102 system it was relatively easy to recruit 
experienced payroll clerks. Specific training for this Bureau was 
not much of a problem. Our system, however, is unusual; previous 
payroll experience is of only limited value, and because we have 
reduced the size of the total payroll staff, there is less flexibility for 
utilizing unproductive trainees. 

We have experienced some clerical difficulty in coding and in 
verifying some of the key-punched information taken from Per- 
sonnel Actions (Standard Form 50). This is one aspect of a minor 
organizational relationship problem which has increased with the 
new system. The new system has made far greater demands of the 
payroll supervisor, who must still meet all the old deadlines with 
a smaller staff and with much work being done by a machine group 
which is under different supervision. 

This new system was adopted (and it operated for about seven 
months) without any change in the punched card equipment. But 
the increase in machine workload thus created, along with cer- 
tain other considerations, led to the determination that we needed 
more equipment. We have leased a second accounting machine; 
the additional rental is at least in part a proper offset to the sav- 
ings in payroll cost. 

The “check issue” cards furnished to the Treasury Department 
contribute to real savings there. 

In summary it seems fair to say that the conversion has been a 
real success and that those who feel that they must wait until they 
get the most modern techniques before overhauling present tra- 
ditional methods might well reconsider. 
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Herschel C. Walling 


Technical Accounting 


Developments 


GAO POLICY AND PROCEDURES MANUAL 


The General Accounting Office has codified its general regu- 
lations, accounting systems memorandums, accounting principles 
memorandums, and other circulars in a Policy and Procedures 
Manual for Guidance of Federal Agencies. The material in the 
initial edition of the manual, issued September 1957, is a restate- 
ment of existing requirements with only a few changes. The man- 
ual does not revoke or alter any specific exceptions or special pro- 
cedures which have heretofore been approved for individual 
agencies. 

The manual consists of nine titles, subdivided into chapters 
and sections. The nine titles are as follows: 

Title 1—The United States General Accounting Office 

Title 2—Accounting Principles and Standards and Internal 
Auditing Guidelines 

Title 3—Audit 

Title 4—Claims, General 

Title 5—Transportation 

Title 6—Payroll, Leave, and Allowances 

Title 7—Standardized Fiscal Procedures 

Title 8—Records Management and Services 

Title 9—Accounting Forms 

Titles 2 and 9 are not complete in the initial edition of the man- 
ual. Facsimiles of the standard forms prescribed for general use 
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will be issued at a little later date for addition to Title 9. A state. 
ment on internal auditing and several chapters on federal account. 
ing procedures and methods will also be issued later for addition 
to Title 2. 

Titles 2, 3, 5, and 7 of the manual may be purchased from the 
Superintendent of Documents. Changes in these titles may be 
obtained by annual subscription. 


INTERAGENCY COMMITTEE ON ELECTRONIC 
DATA PROCESSING 


The Bureau of the Budget has established an interagency com- 
mittee to deal with problems of automatic data processing in the 
government. The committee will provide a systematic means for 
agencies which are planning, installing, and using ADP equip- 
ment to take advantage of the knowledge, experience, training 
facilities, etc., being developed in the government. It is composed 
of representatives of twelve agencies which have a major interest 
in the use of ADP equipment. 





JOINT STUDY OF ALLOTMENT PROCEDURES 


The Steering Committee for the Joint Program to Improve 
Accounting in the Federal Government has established a sub- 
committee to develop criteria and guidelines for simplifying the 
allotment systems of the executive agencies in accordance with 
the directive in Public Law 863, 84th Congress. The subcommit- 





tee will be composed of representatives of the Bureau of the 
Budget, the Treasury Department, and the General Accounting 
Office. 

Section (g) of the Anti-Deficiency Act (R.S. 3679) requires the 
head of each executive agency to establish a system of adminis- 
trative control, usually an allotment system, designed to (a) | 
restrict obligations or expenditures against each appropriation to 
the amount of apportionments made for each such appropriation 
and (b) enable the head of the agency to fix responsibility for any 
obligation or expenditure in excess of the apportionments. 

Section 3 of Public Law 863 amends Section (g) of the Anti- 
Deficiency Act by adding the following sentence: 

In order to have a simplified system for the administrative sub- 
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division of appropriations or funds, each agency shall work toward the 
objective of financing each operating unit, at the highest practicable 
level, from not more than one administrative subdivision for each 
appropriation or fund affecting such unit. 


APPORTIONMENTS AND REPORTS ON 
BUDGET STATUS 


Bureau of the Budget Circular No. A—34, Instructions Relating 
to Apportionments and Reports on Budget Status, dated July 25, 
1957, replaces Parts I through VI of Budget-Treasury Regulation 
No. 1. A separate Bureau of the Budget circular relating to the 
object classification will be issued shortly to replace Part VII 
of Regulation No. 1. 

Circular No. A-34 relates to apportionments and to reports on 
the budget status of funds, appropriations, and other authoriza- 
tions and is designed to serve the purposes of information and 
control in the execution of the government’s budgetary and finan- 
cial programs. It includes instructions with respect to appor- 
tionments, reapportionments, establishment of reserves, adminis- 
trative control systems, reporting of violations of Section 3679 of 
the Revised Statutes, and concepts for apportionments and related 
budgetary reports. The circular follows the same general outline as 
Regulation No. 1 but revises the present requirements in several 
respects in the interests of simplicity, full disclosure, consistency 
with budget schedules, and improvement in the usefulness of 
required data. 

The revised instructions are more specific with respect to systems 
of administrative control, required by the Anti-Deficiency Act 
(R.S. 3679) and reporting violations of the act. Some of the 
definitions are amplified and several new terms are defined, for 
example, feeder accounts, foreign currency funds, new obligational 
authority, restoration, and write-off. The concept of obligations is 
restated in recognition of requirements in Section 1311 of the 
Supplemental Appropriation Act, 1955. The concept of accrued 
expenditures is redefined to exclude advances. 

The apportionment and reapportionment schedules are com- 
bined into a single form, arranged to follow more closely the 
arrangement and terminology in the budget. Similar changes are 
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made in the reporting form and requirements. A new supple- 
mentary supporting schedule on applied costs and accrued expen- 
ditures is to be submitted where cost data are available in the 
accounts. Provision is made specifically for apportioning and 
reporting foreign currency funds. 


PREPARATION OF BUDGET ESTIMATES 


The instructions by the Bureau of the Budget to the federal 
agencies for the preparation and submission of the annual budget 
estimates are contained in Budget Circular No. A—11. This circular 
was revised (Transmittal No. 14, August 2, 1957) for use in the 
preparation of the estimates for the 1959 Budget. 


GENERAL PROVISIONS IN APPROPRIATION ACTS 


Each annual appropriation act, or title thereof, ordinarily con- 
tains several “General Provisions.” They limit or restrict the 
expenditure of the appropriations contained in that act or title. 
It is customary, however, to include certain general provisions in 
the General Government Matters Appropriation Act each year 
applicable during the current fiscal year to “any appropriation 
contained in this or any other act.”” Most of these provisions are 
repeated each year with little or no change, but changes are made 
in some of them and new ones are added or old ones dropped from 
time to time. 

The limitation in the General Government Matters Appropri- 
ation Act, 1958 (P.L. 85-48, approved June 5, 1957), on the maxi- 
mum amount which may be paid for passenger carrying motor 
vehicles (exclusive of buses and ambulances), unless otherwise 
specifically provided, is fixed at $1,500, except station wagons for 
which the maximum is $1,950. These limits for the fiscal year 1957 
were $1,350 and $1,800 respectively. 

A new general provision is included in the 1958 act with respect 
to apportionments involving wage board employees, which reads 
as follows: 


Sec. 210. Hereafter, any appropriation required to be apportioned 
pursuant to section 3679 of the Revised Statutes, as amended, may be 
apportioned on a basis indicating the need for a supplemental or 
deficiency estimate of appropriation to the extent necessary to permit 
payment of such pay increases as may be granted those employees 
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(commonly known as wage-board employees) whose compensation is 
fixed and adjusted from time to time in accordance with prevailing 
rates (5 U.S.C. 1082 (7)). 


VETERANS’ BENEFITS ACT OF 1957 


The Veterans’ Benefits Act of 1957 (P.L. 85-56), approved June 
17, 1957 (93 pages), consolidates into one act and simplifies and 
makes more uniform the laws administered by the Veterans’ 
Administration relating to compensation, pension, hospitalization, 
and burial benefits. It also consolidates into one act the special laws 
pertaining to administration of the Veterans’ Administration. It 
enumerates and repeals 227 prior acts or portions thereof. 


RESTORATION OF APPROPRIATION BALANCES 


Public Law 798, approved July 25, 1956 (31 U.S.C. 701-708), 
provides that, when it is determined necessary by the head of the 
agency concerned that a portion of the unobligated balance with- 
drawn (written off) from a lapsed appropriation is required to 
liquidate obligations, such portion may be restored to the appro- 
priate accounts, provided that prior thereto the head of the agency 
concerned shall make such report with respect to each such resto- 
ration, as the director of the Bureau of the Budget may require, to 
the director, the comptroller general, the Speaker of the House of 
Representatives, and the President of the Senate. 

Instructions with respect to the report to be made have been 
issued by the Bureau of the Budget in its Circular No. A—23, dated 
June 21, 1957. The report required on each restoration will furnish 
information on the status of the account and an explanation of the 
circumstances requiring the restoration. 


IMPREST FUNDS 


The General Services Administration, the Treasury Depart- 
ment, and the General Accounting Office issued a Joint Regulation 
for Small Purchases Utilizing Imprest Funds, dated March 10, 
1952. This joint regulation has been revised (Supplement No. 1, 
July 15, 1957) to broaden the utilization of imprest funds and to 
amend the provisions relative to bonding because of enactment of 
Public Law 323, 84th Congress, approved August 9, 1955. 

The supplement adds public utility bills of less than $15.00 to 
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the list of typical payments for which the use of imprest funds is 
suitable. It also provides that cash payments may be made from 
imprest funds, in the manner prescribed, for emergency travel 
advances not exceeding $50.00 and for reimbursement of travel 
expenses where the payment to the traveler does not exceed $50.00. 

The supplement provides that the use of government tax exemp- 
tion certificates will no longer be required for small purchases or 
payments made in cash through the use of the imprest fund pro- 
cedures. Each imprest fund cashier (and his alternate) must be 
bonded in accordance with the standards and conditions set forth 
in Treasury Department Circular No. 169. 


RAILROAD FARES 


Different rates may be charged for comparable transportation 
services by different carriers between the same points as a result of 
recent action by the Interstate Commerce Commission in approv- 
ing a 15 per cent increase in first-class passenger fares of certain 
eastern railroads. Government policy to be followed in procuring 
transportation services when a choice of rates is available for com- 
parable service is stated in an amendment by the Bureau of the 
Budget to the Standardized Government Travel Regulations 
(Transmittal Memorandum No. 3, July 10, 1957). 

The policy is to use the facilities of the carrier charging the 
lower rate to the maximum extent possible unless such use would 
be inadvisable because of certain disadvantages to the government 
or undue hardship or inconvenience to the traveler. No formal 
determination or documentation with respect to individual trips 
is required. 


AVAILABILITY OF APPROPRIATIONS 


The comptroller general has ruled that certain appropriations 
to the Department of Health, Education, and Welfare for prepa- 
ration of plans and specifications for public buildings are one-year 
rather than no-year appropriations (36 Comp. Gen. 791). 

The act of June 23, 1874 (31 U.S.C. 682), provides that appro- 
priations for the construction of public buildings shall remain 
available until the completion of the work. The act of August 24, 
1912 (31 U.S.C. 718), provides that no specific or indefinite appro- 
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priation made in any regular annual appropriation act shall be 
construed as available continuously without reference to a fiscal 
year unless it belongs to certain classes therein specified, including 
public buildings, or unless it is made in terms expressly providing 
that it shall continue available beyond the fiscal year for which 
the appropriation act in which it is contained makes provision. 

The comptroller general has held that appropriations for plans 
and specifications do not constitute public building appropriations 
within the meaning of the acts of 1874 and 1912, so as to render 
inapplicable fiscal year limitations (7 Comp. Gen. 619; 8 id. 519; 
and 19 id. 702). 


REPORT ON RENTAL OF GOVERNMENT QUARTERS 


Bureau of the Budget Bulletin No. 58-1, August 23, 1957, 
requires each agency which owns or operates housing units for 
which the government acts as landlord or housing supplied by 
private contractors to make a special report as of November 1, 
1957, similar to one required a year ago, of its operations under 
Budget Circular No. A-45, Rental Policy for Government 
Quarters. The information reported, pertaining to the number of 
rental units and the rental rates, will be used by the Bureau in 
preparing a report to Congress, as required by Section 208 of the 
General Government Matters Appropriation Act, 1958. 


ACCOUNTING SYSTEMS APPROVED 


The Budget and Accounting Procedures Act of 1950 requires 
approval of the accounting systems of the executive agencies by the 
comptroller general when deemed by him to be adequate and in 
conformity with the accounting principles, standards, and related 
requirements prescribed by him. During recent months he has 
approved several accounting systems: 

Civil Service Commission. Revisions and changes to up-date the 
Retirement Accounting Manual. This manual prescribes instruc- 
tions for maintenance of the retirement accounts by the depart- 
ments and agencies of the government. 

Interstate Commerce Commission. A complete financial man- 
agement system for the agency. 

Rural Electrification Administration. A financial management 
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system covering the loan program, under borrowing authority, and 
expenses, financed by appropriations. 

Bureau of Public Debt, Treasury Department. Procedures relat- 
ing to public debt receipts and expenditures. 


NUMBERING OF VOUCHERS 


General Accounting Office General Regulations No. 135, July 
12, 1957, revises General Regulations No. 115 with respect to 
numbering vouchers, schedules, and other accounting documents 
processed by Treasury disbursing officers. Disbursing office voucher 
numbers are no longer required on accounting documents 
processed by disbursing offices of the Division of Disbursement, 
except for transportation vouchers and voucher-schedules of pay- 
ments. Reference will be to the Bureau voucher numbers assigned 
by the administrative agencies. 
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Current Articles 


Bedford, Norton M. “Cost Accounting as a Motivation Technique,” 
N.A.C.A. Bulletin, 38 (June 1957), 1250-1257. 


“A new cost construction, probably a special-purpose type of standard 
cost in the majority of cases, is envisioned in this article and presented 
as likely to have, in the long run, considerable effect on the service- 
ability of accounting and the practice of management. The proposal 
is to devise costs which, in appropriate detail, will serve to particularize 
work goals and serve as stimulus to their achievement. How this might 
be done is given both general description and particular illustration.” 


Blank, V. V. “Electronics and the Internal Auditor,” Internal Auditor, 
14 (March 1957), 35-45. 


“Office automation through the use of electronic data processing 
machines has probably caused the most radical change in accounting 
techniques since bookkeeping was first adopted.” The internal auditor 
is faced with entirely new problems, and although his objectives remain 
the same, he must be ready to make a complete reappraisal of his 
procedures. The author recommends that the internal auditor “where 
electronic equipment is now being put into use, or where such systems 
are contemplated, should be following a definite program of self- 
preparation.” 


Boylan, Howard D. “Financial Charting for the Board of Directors,” 
N.A.C.A. Bulletin, 38 (June 1957), 1304-1313. 


A good presentation of the use of charts that may be utilized in 
reports to present to management. The sample charts well illustrate the 
point that the charts “take over” presentations where formal reports 
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and discussions leave off and confirm impressions given or resolve 
questions raised. 


Brink, V. Z. “The Internal Auditor Joins the Management Team,” 
Internal Auditor, 14 (June 1957), 6-16. 


A review of recent developments in auditing concepts. Mr. Brink 
states that the value of the internal auditor to his business depends 
on his ability to perform his task as a member of management and 
provides some practical hints for developing his management view- 
point. 


California Society of CPA’s, Los Angeles Chapter, Chairman of Com- 
mittee, S. Edward Tomaso, “Statement of Accounting Principles for 
Social Service Organizations,” Journal of Accountancy, 104 (July 
1957), 29-32. 


A worthy contribution in an area of increasing importance in the 
total economy. There is no good reason why charitable organizations 
should not be held accountable for their financial operations and 
observe an adequate set of standards of financial accountability and 
disclosure. Adherence to a set of standards should make the financial 
reporting for social service organizations consistent throughout the 
country and the certification of financial statements by public account- 
ants a less onerous task. 


Catlett, George R. “New Demands on the Accounting Profession,” 
Journal of Accountancy, 104 (July 1957), 25-28. 


Greater professional co-operation and technical training in special- 
ized areas are needed to provide what business management expects 
of certified public accountants. 


Coughlan, John W. “The Guises of Replacement Cost,” Accounting 
Review, 32 (July 1957), 434-447. 


A well-written, worth-while article discussing replacement cost in 
relation to the LIFO method of inventory pricing and depreciable 
asset accounting. The author states that “replacement cost has been 
widely adopted for accounting purposes” and that the LIFO method of 
pricing inventory and accelerated amortization of depreciable assets 
are “the means by which replacement cost methods are introduced 
into the income statement.” 
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Coughlan, John W. “Two Approaches to the Problem of Changing 
Prices,” Journal of Accountancy, 104 (August 1957), 42-47. 


An attempt to throw some light on the controversy over accounting 
and changing prices by distinguishing between two types of changes in 
price. The current-cost approach and the price-level approach are 
clearly discussed in proper perspective. 


Eaton, Marquis G. “Financial Reporting in a Changing Society,” 
Journal of Accountancy, 104 (August 1957), 25-31. 


A discussion of the responsibilities of CPA’s, business managements, 
and other economic groups in efforts to solve new problems in finan- 
cial accounting. 


Gosewisch, F. C. “Controlling Inventories by Value—and Other— 
Classifications,” N.A.A. Bulletin, 38 (August 1957), 1580-1586. 


“Two terms are prominent in this article and identify recommended 
techniques for so classifying the contents of inventory that time is saved 
in getting at important areas of control. The terms, elaborated upon 
in this paper are ‘fractionation’ and ‘stratification,’ the former a means 
of inventory breakdown and the latter a means of matching inventory 
detail with requirements detail.” 


Hollander, H. I. “Anticipating the Impact of Electronic Data Process- 
ing on All Levels of Management,” N.A.A. Bulletin, 1957 Conference 
Proceedings—I, 38 (July 1957), 1474-1489. 


The advent of electronic data processing is the latest development 
in the long history of efforts to mechanize data flow and office clerical 
routines. This article emphasizes the impact of electronic technology 
on all levels of management. The author discusses the sociological 
factors, electronics versus conventional equipment, making the basic 
decisions, required organizational structure, impact on various levels 
of management, and a forecast of the probable future. 


Kent, A. H. “The Development and Application of a New Concept of 
Internal Auditing,” Internal Auditor, 14 (March 1957), 6-18. 


A short, but clear presentation of gradual development of the 
internal auditing concepts and activities. This presentation traces the 
concept as it developed through the various stages up to its present 
status as an element of managerial control. An important element in 
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this development is collaboration between internal and outside 
auditors. 


Kurtz, Cornelius. ““The Cost of Human Depreciation—Ostrich Liabil- 
ity?” Accounting Review, 32 (July 1957), 413-418. 


The thoughts and techniques presented by the author in this dis- 
cussion originate with a single belief that the cost of retirement is not 
an ostrich liability; it is as real as the people who make up a business 
enterprise and as real as the human depreciation necessary and inevi- 
table in their service to business. 


Melanson, F. Guy. “Controlling Research and Development Expendi- 
tures to Profitability,” N.A.A. Bulletin, 38 (August 1957), 1509-1520. 


“Outlays for the several types of research and development costs are 
strongly but not rigidly controlled as a result of the classifications, pro- 
posals, costing, and reports described in this article. The author points 
out at the start that control begins with project planning. One key 
report illustrates a monthly budget request reflecting the status of the 
existing projects.” 


Peirce, James L. “Control by Budget,” The Controller, 25 (July 1957), 
327-330, 352-356. 


A clear and concise article dealing with the budget and the utiliza- 
tion of the budget by the controller. The controller employs the budget 
in all phases to give him complete control, and as the author said in 
conclusion, “the controller then truly controls, in the very special sense 
of the word that budgetary control implies. He provides the planning 
and control machinery and coordinates the efforts of the organization 
in using it. It is this sense of control that gives life and meaning to 
our budgets, and elevates them to recognition as a powerful force for 
industrial progress.” 


Potter, John C. “Confirmation of Receivables,” Journal of Account- 
ancy, 104 (July 1957), 45-49. 


A very good résumé of the problems the auditor faces in confirma- 
tion of receivables with suggestions for procedures when confirmation 
réquests are not honored. 


Richmond, Herbert J. “Purchasing for Profit,” The Controller, 25 
(July 1957), 335-337, 362-364. 
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The author presents nine major points of strategy for a sound tactical 
approach to purchasing costs and discusses these points. The author 
recommends that the company should concentrate on the valuable 
items for the greatest cost savings. 


Rohrbaugh, W. W. “Accounting for Long-Term Contracts by a Per- 
centage-of-Completion Method,” N.A.A. Bulletin, 38 (August 1957), 
1528-1537. 


“Identification of contracts falling in the ‘long-term’ category, billing 
procedure, cost accumulation and a well-checked method of relating 
progress costs to completed costs are set forth in this article which 
recommends the company’s version of percentage-of-completion 
accounting as satisfactory for operating and planning purposes.” 


Roll, E. E. “Supervision in the Accounting Department,” N.A.C.A. 
Bulletin, 38 (June 1957), 1258-1264. 


A short, but concise presentation on the development of supervisory 
personnel in the accounting department. The author discusses five 
phases in the development of supervisory personnel: Selection of super- 
visors; Induction of supervisors; Assignment of responsibility and 
authority; Development of standards of performance and Appraisal 
and review of performance. 


Snow, William H., and James R. Fleming. “Pricing Property Retire- 
ments in a Public Utility,” N.A.A. Bulletin, 38 (July 1957), 1391- 
1402. 


A discussion of the difficulties in costing out property retirements. 
This article recounts the specific problems of one utility company. It 
deals with the procedures originally employed by the company, the 
detection of fallacies embodied in them, the corrective techniques used, 
and means of determining to what extent correction was effective. 
Depreciation policy is also treated. 


Sprouse, Robert T. “The Significance of the Concept of the Corpora- 
tion in Accounting Analyses,” Accounting Review, 32 (July 1957), 
369-378. 


Four concepts of the corporation are discussed in the following 
categories: 
(1) The concept of the corporation as an association of common 





86 THE FEDERAL ACCOUNTANT 


shareholders who are the owners of the corporate assets and obligors_ 
of the corporate debts. 

(2) The concept of the corporation as a separate and distinct entity 
existing and operating for the benefit of all long-term equity holders. 

(3) The concept of the corporation as a social institution. 

(4) The term “corporation” as merely indicating a prescribed set of 
legal regulations. 

The effects of the four concepts of the corporation on accounting for 
income, interest charges, income taxes, and dividends are discussed. 


Stans, Maurice H. “Financial Reorganization in the Post Office,” 
N.A.A. Bulletin, 1957 Conference Proceedings—II, 38 (August 1957), 
1645-1658. 


An interesting résumé of the accomplishments of the financial 
reorganization of the U.S. Post Office, including an inventory of 
accomplishments and the resultant improved accounting and business 
practices and gains in efficiency and economy. 


Tambert, E. A., and J. R. Stojanovich. “Costing Military Vehicle Pro- 
duction Contracts,” N.A.A. Bulletin, 38 (August 1957), 1538-1546. 


The plan described by the authors was evolved at a plant manufac 
turing military vehicles for the government. The authors emphasize 
that the controlled project costing procedure described may well be 
applicable to military and nonmilitary (and nongovernment) contracts 
involving other products. The article gives a broad and, at the same 
time, satisfying detailed picture of contract cost accumulation and 
projection not depending on individual parts or subassembly costs. 


Wallace, Edward L. “Some Comments on the Statement of Planning 
Costs,” Accounting Review, 32 (July 1957), 448-466. 


An additional discussion of planning costs by one of the members 
of the Committee on Costs and Standards. 


Wilson, V. C. “Accomplishment to Date in Electronic Data Process 
ing,” N.A.A. Bulletin, 1957 Conference Proceedings—I, 38 (July 
1957), 1490-1504. 


An application of electronic equipment in a large company with 
specific reference to payroll and inventory and other areas in which 
the equipment is used or anticipated to be used. 











